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AS soon as the normal channels of international trade are again 
open to traffic, the need of the trader for modern banking 
machinery will be greater than ever before. 

In addition to the handling of a banking account, there are 
many services which a Bank performs for its customers. Barclays 
Bank (Dominion, Colonial and Overseas), with its extensive 
system of branches and its long experience of handling commercial 
transactions overseas, is in a specially favourable position to assist 
the enterprising trader. Those who are interested in import and 
export business in the following areas:— UNION OF 
SOUTH AFRICA * EAST AND WEST AFRICA * NORTHERN AND 
SOUTHERN RHODESIA * THE MEDITERRANEAN 
BRITISH WEST INDIES * EGYPT * PALESTINE * NEW YORK 
should communicate with :— 
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GREAT TRADITIONS. 


Although the history of Martins 
Bank goes back to the earliest days 
of Banking, its methods to-day are 
modern and up-to-date and combine 
the best features of the old-time 
Banker with the wide range of 
service of the Joint Stock Bank. 


Both will be willingly placed at the 
disposal of customers by the Bank’s 
many Branch Managers. 


MARTINS BANK 


LIMITED 
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BURROUGHS — leader in the business 
equipment field — matches superior 
machines with superior service .. . 
complete service. 

If you want machine accounting in- 
formation, or help in solving your 
accounting problems—call Burroughs. 
If you want maintenance that will keep 
your Burroughs machines at peak 
operating efficiency — call Burroughs. 
If you want carbon paper, ribbons, roll 
paper or other supplies—call Burroughs. 
This policy of superior machines and 
superior service has kept Burroughs 
the leader from the very beginning. 
Burroughs local offices are con- 
veniently located in principal cities. 
Always call the leader — Burroughs. 
BURROUGHS ADDING MACHINE LIMITED 
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LorpD KEyYNEs is to be congratulated on the complete success of his recent 
mission to the United States, by which he has rendered still further valuable 
service to this country. As a result of these negotiations, we 
Lend-Lease can now rely on a continuance of Lend-Lease aid i in the period 
in between the defeat of Germany and Japan, to permit some 
Phase Two jmprovement in civilian standards as well as the reconversion 
of our industry to peacetime production in step with the 
United States. At the same time, the removal of some articles from the Lend- 
Lease list, in particular steel, will relteve exporters from some of the restrictions 
that would have hampered the recovery of our export trade under the Lend- 
Lease working code in operation since September 1941. In announcing the 
new arrangements in Parliament, the Prime Minister reminded the House 
that it is no part of Lend-Lease aid to provide general relief, or to prepare 
for post-war reconstruction, or to aid our export trade. On the other hand, 
the United States recognize that “fatigue and abstinence carried too far, 
and endured too long, can impede the effectiveness of a people at war, at least 
as much as more sensational forms of privation.’”’ Hence the principle has 
been admitted that the provision of emergency shelter for bombed-out war 
workers is an essential condition of a fully effective contribution to final 
victory and, therefore, a war need eligible for Lend-Lease assistance. So 
that this country can play its full part in continuing the struggle, a 
programme of Lend-Lease aid against Japan after the defeat of Germany has 
accordingly been agreed. It is stated from Washington that this will comprise 
for 1945 a programme of $5,600 millions, or somewhat more than half of the 
1944 figure. In consequence, we shall be able, along with the United States 
and without any reduction in our proportional effort, to release some of our 
man-power for civilian production. ‘ Some improvement in the variety 
of the civilian diet,’ said Mr. Churchill, “‘ will be made possible. We shall 
be able to do more to build temporary and emergency houses. We must, 
necessarily, for the most part, depend on our own efforts in this field, but in 
addition to those efforts resulting from the planned and proportional pro- 
gramme, we anticipate aid from American sources, not only in materials but 
also in complete houses, to meet some of our needs for temporary and emergency 
houses for war workers in war areas.” 
On the other hand, from the beginning of 1945, ‘‘ we shall no longer receive 
shipments to this country under Lend-Lease of any manufactured articles 
for civilian use which enter into export trade, nor of many 
Freedom raw and semi-fabricated materials, such as iron and steel and 
for some non-ferrous metals. Consequently, in accordance with 
Exporters the White Paper of September 1941 we shall then be free to 
export a wide range of goods made from those materials, and 
exporters will then be subject only to those inevitable limitations dictated 
by the needs of the war against Japan. There is not, of course—and never 
has been- any question of our re-exporting in commerce any articles which 
we have received under Lend-Lease. ‘Nor, in general, shall we receive in 
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this country under Lend-Lease, finished articles identical with those which 
we shall export. Such articles will be paid for by us. Where we continue 
to receive any raw materials, the quantities supplied under Lend-Lease are 
limited to our domestic consumption, for the manufacture of munitions and 
the maintenance of our essential wartime economy. We shall pay cash for 
any additional supplies which we might wish to take from the United States 
for export purposes. Thus, one uncertainty about future conditions has now 
been removed. It should be possible for exporters, henceforward, to make 
plans with the assurance that they will be able to give effect to those plans 
with the least possible time-lag, when the defeat of Germany releases man- 
power, capacity and materials.” 


TueE clearing bank returns for 1944 have shown a continuation of one interest- 
ing banking trend which has attracted remarkably little attention, namely, 
the continued decline in till money as a proportion of the 

Economy banks’ total cash holdings. Movements over the past ten 

in Till years are brought out in the table below. Between 1934 and 

Money 1944, current accounts were nearly trebled and deposits as 

i a whole rose by 117.5 per cent. Total cash holdings more or 

less kept pace with deposits, with an increase of 102.5 per cent., but “till money 

rose on balance by no more than 51 per cent. In the years before the war, 

it will be seen, the proportion of till money to total cash remained extremely 

stable, till money representing slightly less than half of the whole, and repre- 

senting also slightly more “than one-quarter of the estimated currency 
circulation. 

With the extreme uncertainty prior to the outbreak of war, the banks 
naturally strengthened their holdings of actual currency, and the ratio of 
total cash rose to 52.8 per cent. for the year as a whole. In September it 
rose as high as 56 per cent., while at the same time the ratio to current accounts 
touched a peak of 11.8 per cent. and that to deposit 6.6 per cent. Since then, 
however, the trend has been steadily downwards, notwithstanding such factors 
as air-raid attacks. By Nov ember 1944, till money represented no less than 
one-third of the total cash holdings and only one-eighth of the currency 
circulation. In relation to deposits, the proportion has fallen from 5.3 per 
cent. in 1934 to only 3.4 per cent., while the ratio of till money to current 
accounts has been more than halved over the ten-year period: from 10.4 per 


cent. to only 5.1 per cent. 
Till Money as % of : 





—, 


Till Bank Current Currency 

Cash Money Cash Deposits Accounts Circulation 
fm. {m. % % % % 
1934 “a aa 212t 99.6 47-9 5:3 10.4 27-5 
1935 i ae 215f 103.1 48.0 5.2 9.3 27.3 
1936 me ss 228 109.3 47-9 4-9 9.1 26.7 
1937 i td 235 114.2 48.6 5.0 9.3 25.0 
1938 a a 241 117.3 40.7 5.2 9.4 25-4 
1939 ~ a 244 128.8 §2.5 5-7 10.3 26.9 
1940 P , 268 137.9 51.5 be 9.3 25-3 
1941 ee - 311 141.6 45-5 4.5 7-5 23-3 
1942 _ ~ 345 146.6 42.5 4-5 6.8 I9g.I 
1943 wii <s 386 148.5 35.5 4.0 5.0 15.9 
1944* ans , $29 154.0 30.0 3-° 5+7 iq.2 
Nov. 1944 460 145.4 32-2 3-4 5:1 12.9 


* January-October. { Ten banks ; elsewhere eleven. 
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THE story of this country’s reverse Lend-Lease assistance to its Allies is 
brought up to the middle of 1944 in a second Mutual Aid Report published 
last month. As will be seen from the table below, our Mutual 
Britain’s Aid now easily exceeds {1,000 millions, of which more than 
Mutual {600 millions has gone to the United States. Nearly one- 
Aid third of all the supplies and equipment for the United States 
army in Europe, it is now known, was supplied by this country 
in the form of reverse Lend-Lease aid. An American report published 
simultaneously with our own White Paper points out that it would have 
required a thousand ships to send these supplies across the Atlantic, so that 
without our Mutual Aid the invasion of France would inevitably have been 
delayed for many months, which means that its prospects of success might 
have been seriously jeopardized. 


MUTUAL AID TO ALL COUNTRIES 


Cumulative to 
30th June, 1944 


£m. 
U.S.A. 2 a9 ia - a aia 604.7 
U.S.S.R. si ba as = ae x 269.5 
China ae ae ae ti a a 9.0 
France nis re ise - ar a 13.6 (1) 
Poland ka = aa ca oh oe 120.0 (2) 
Greece ‘ as a saa a - 12.4 
Czechoslov akia - ae iva mer i 18.6 
Portugal is ne aa xr ae ‘ia ey 
Turkey ve ata we bie “ die 20.7 
1,079.6 


An encouraging feature of the American report is the repeated insistence 
that ‘‘the amounts of reverse Lend-Lease aid rendered by nations of the 
British Commonwealth to the U.S. are only a small part of the aid which we 
have received from the British Commonwealth in fighting this war, nor are 
they pay ments on account for the Lend- Lea ase aid we have rendered to these 
nations.”’ Again, it is pointed out that ‘‘ Lend-Lease and reverse Lend-Lease 
are not two sides of a financial transaction. We are not loaning money 
under Lend-Lease. We are not receiving payments on account under reverse 
Lend-Lease. The Lend-Lease system is, instead, a system of combined war 
supply, whose sole purpose is to make the most effective use against the enemy 
of the combined resources of the United Nations.” The aid giv en or received 
by any country, in other words, “ could be measured only in terms of the 
total contributions toward winning victory of each of the United Nations ”’ 
—that is, on the basis of the principle of equal sacrifice outlined in the fifth 
Lend-Lease report, but ignored in virtually all the financial arrangements 
made between the different members of the United Nations during the course 
of the war. The American statement holds that Lend-Lease and reverse 
Lend-Lease, being a system of combined war supply, should end with the war, 
but it goes on to stress that the general United Nations partnership must go 
on and must grow stronger. 


Mucu interest was aroused by the comparative prices quoted in the Mutual 
Aid report for various items of Lend-Lease equipment in the United Kingdom 
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and the United States respectively. In only one of the 

British and examples given is the British price higher at the official 
American rate of exchange. In all other cases the American price 
Costs exceeds the British, and in some instances is actually more 

than double. It is striking to find that this disparity 

applies not only to obvious war products, such as anti-tank guns or trench 
mortar bombs, but also to some supplies of a largely civilian character. Thus, 
the British price for a 3-ton lorry is given as only £380, against £808 in the 
United States, that for a wireless set as £104, against £161, and for a mile 
of cable £5 17s. od., against £8 13s. od. These are by no means isolated 
examples. Indeed, for war production as a whole, there can be no doubt 
that American prices should be converted at a rate of $6 or $7 to the pound, 
rather than the official rate of $4.03. Thus, the first Mutual Aid report 
suggested that ‘‘ American book costs probably exceed similar British costs 


by more than 50 per cent,’ while this year the prices mentioned are quoted | 






as illustrating the fact that ‘‘ in considering the aid afforded by the United | 


Kingdom in relation to that afforded by other countries, differing price 
structures are a factor to be borne in mind.’’ It is difficult to know what 


importance, if any, should be placed on the apparently lower structure of | 


British war costs as a pointer for post-war export.trade prospects. Nobody 
really believes that this country is going to ship lorries into the United States 
over the tariff barrier. What is needed is a scientific comparison of British 


and American costs, based on uniform accounting methods and indicating 


the extent to which comparisons are distorted by the varying amounts of 
over-time in the two countries and in different industries, by price rebates 
and the re-negotiation of contracts, and by other factors special to war 
economy. 


A CAREFUL estimate of the American national income after the war is put 
forward in a pamphlet entitled ‘“‘ Post-War National Income,” by Joseph 
Mayer, published by the Brookings Institution. Mr. Mayer 


American assumes that basic wages will be approximately the same as | 


National jn 1943, that there will be a return to the 40-hour week, that 
Income industrial prices in 1947 will be much the same as last year 
and agricultural prices around parity, with some decline in 

the volume of farm output. Assuming, further, that there is neither a sharp 
boom nor a precipitous collapse following the war, the volume of business 
activity and employment in 1947 is placed at 20 per cent. above the level of 
1940, with a labour force of 56 millions (against last year’s 62 millions). On 
this basis, Mr. Mayer arrives at an estimate for the 1947 net national income 
of $123.1 billions, as compared with $147.9 billions in 1943, and (according 
to Meade and Stone) of only $684 billions in 1938. It is pointed out that 
the prospective decline from the 1943 level is almost entirely accounted for 
by a reduction of $22 billions in wages and salaries, due to the elimination 
of $12 billions of overtime pay, the reduction in the working population, and 


a reconversion shift from high-pay war industries to lower-pay peacetime 


occupations. 
On the subject of real income, Mr. Mayer seems extremely cautious, not 


‘ 
' 


to say over-pessimistic. He acknowledges that output per man-hour was | 
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increasing before the war at the rate of about 2} to 3 per cent. per annum, 
but he argues that there is no evidence to support the supposition that pro- 
ductivity has increased at the pre-war rate since 1940. Indeed, some au- 
thorities are quoted as doubting whether there was avy net increase in efficiency 
in the American economy as a whole between 1940 and 1943. With re- 
conversion, it is suggested, there will be no general advance in productivity 
between now and 1947, especially as labour unrest and strike stoppages are 
not impossible, while some little time will be required to harness the wartime 
improvements in technique for peacetime usage. The assumption embodied 
in the estimate of money income, that wholesale prices will be at about the 
present level in 1947, implies in any event that real income will be no more 
than 1r to 16 per cent. higher in 1947 than in 1940, a smaller rise than 
the assumed increase of 20 per cent. in employment. Allowing for an ex- 
pansion of 4.7 per cent. in population, moreover, the increase in real income 
per head would be no more than 6 to 11 percent. ‘‘ The widespread erroneous 
impression that the war has placed the American people upon a new plateau 
of national income is due to a failure to take account of the abnormal current 
increase in wages, prices, and employment; also to confusion of thought 
and unsound statistical projections.”’ 


[n his interesting article on post-war share prices in this issue, Dr. Barna 
suggests that interest rates after the war are likely to be sligitly lower than 
in 1938. In other words, his conclusions would justify some 
The Future advance in fixed-interest securities as well as a sweeping 
of Interest rise in ordinary shares. It is interesting to note that a similarly 
Rates bullish implication for gilt-edged is contained in an article by 
Mr. E. Victor Morgan published in the current Economic 
Journal. Mr. Morgan, lays down three general principles for post-war 
financial policy : stabilization of prices during the period of post-war scarcity 
by the maintenance of direct controls; no attempt to reduce the quantity 
of currency or bank deposits, as this would only tend to cause an unnecessary 
rise in interest rates; and, similarly, no attempt to convert short-term loans 
nto long-term ones. Provided these policies are followed, it is suggested, 
they might result, within a few years after the war, in both long-term and 
short-term rates settling down at about 2 per cent. to 2} per cent.—in other 
words, we may yet see Old Consols at par. 

This conclusion certainly follows logically from the belief that the con- 
tinuance of a high premiun n on long-term lending during the war has been due 
to special factors, such as the abnorm: il uncertainties of the future and the desire 
to have savings available in liquid form for purposes of deferred spending. 
The crucial assumption, of course, is that direct controls ave kept on so long 
as any inflationary pressure remains. If anything should interfere with this 
policy, such as a public revulsion against controls, then it remains reasonable 
to reckon with the possibility of a temporary dip in gilt-edged towards the 
end of the transition period, since in these circumstances the “Treasury would 
have only the two alternatives, of feeding the inflation by supporting the 
gilt-edged market or of allowing interest rates to find their own level. It will 
be noted that there would be in this situation no need for any positive 
measures to force up interest rates by raising the Bank rate; and there can 
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be no deubt which course would be chosen should the logical method of contro} 
by rationing not be available and an inflation therefore threaten. 


OxeE or two fresh items of financial information were given in the White 
Paper on Britain’s war effort. For example, the facts about our external 

situation are brought up to the end of June 1944 in the 
Record following table - 


Ai 


Disinvestment 
p as 
in 1944 
Net Sale of Increase in 
Overseas Overseas 
Assets Liabilities 
{m {m 
September 1939 to December 1941 di ae Q55 795 
lanuary 1942 to | e 1944 ea a Ito 1,535 
£1,005 $2,300 


It will be seen that gross preg Seep from the outbreak of war until 
the middle of 1944 amounted to £3,365 millions. From the Budget White 
Paper. we already know that the total for the four calendar years 1940 to 1943 
was {2,843 millions. This leaves a balance of £522 millions to cover the last 
four months of 1939 and the first half of 1944. Even if the draft on external 
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assets in the four months September—December 1939 amounted to as much 


as {100 millions (out of £230 million for the whole year), this leaves a balance 
of £422 millions for the first six months of 1944. In other words, our external 
capital position would seem to have been deteriorating during the past year 
at a rate of some £850 millions, as compared with only £655 millions in 1943 
and a previous peak level of less than {800 millions in 1941. By the end of 
1944, the total draft on external assets to pay for the war would, on this basis, 
have reached about {£3,800 millions, and the £4,000 millions mark would be 
reached by about the end of the present financial year. It will be noted 
that the net sale of overseas assets is placed at no more than £110 millions 
since January, 1942. Gross sales have presumably been somewhat greater, 
the balance being accounted for by the beginnings of a recovery in our holdings 
of gold and dollar balances, which were reduced almost literally to vanishing 
point on the eve of the introduction of Lend-Lease in March 1941. It will 
be recalled that Lord Keynes has sugg' sted that our quota of £325 millions 
under the Bretton Woods scheme “‘ may easily double, or more than double, 
reserves which we would otherwise hold at the end of the transitional period ’ 

in other words, our probable external reserves at that time are placed at a 
maximum of £325 millions. Certainly, we should find ourselves in a very 
difficult position if at the end of the war we had no external liquid reserves 
whatever from which to meet reasonable demands for dollars by the holders 
of £3,000 millions or so of abnormal sterling balances. At the same time, it is 
almost certain that American estimates of our existing gold and dollar balances 
at well over {600 millions are—unfortunately—distinctly exaggerated. 


Ficures of our wartime imports are also disclosed for the first time in the 


White Paper on the war etiort. But although exports, imports and dis- 
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investment are now all known, it is unfortunately still 
Balance of impossible to present a picture of our balance of payments as 
Payments a whole. There are still three unknown quantities. One of 
Mystery these is the valuation of Lend-Lease exports, needed to arrive 
at a figure for our cash imports. As was pointed out in the 
Mutual Aid White Paper, American price levels seem on the whole to be 
considerably higher than our own, and it is most unlikely that the British 
raluation of Lend-Lease imports would represent much more than two-thirds 
of the American figure, converted at the official rate. The second unknown 
factor is the amount of our remaining shipping and investment income. By 
means of a reasonable guess at the British valuation of Lend-Lease, thes« 
invisible exports could now be derived as a residue, but for the existence of 
the third unknown factor. This is the fact that drafts on our external assets 
have not been required solely to pay for imports of goods into this country. 
On the contrary, this country has incurred considerable war expenditure abroad 
(paid for in sterling balances) while on the other hand the figures of net 
investment are reduced by American payments in dollars for such items as 
the pay of American troops in this country, or for that matter in any oust 
of the Empire. 
In the circumstances, one can do no more than record the known items 
which are as follows :— 














1939 1940 194! 1942 1943 
£m. {/m. fm. #m. £m. 
Imports from: 
British countries... : : 358.1 548.5 515.0 482.1 550.9 
U.S.A. acs aia 117.3 275-3 409.0 535-5 1,099.7 
Other foreign countries ae oi ee I 325.3 221.1 1538.0 215.1 
~ ss e - * = - 
[Total imports... wih - 885.5 1,152.1 1,145.1 1,205.6 1,874.7° 
Re-exports a ba . 46. ° 26.0 2.7 10.7] 10.1f 
Retained imports .. os 8390.5 1,126.1 1,132.4 1,194.9 1,864.6 
Exports (U.K. Manufacture) na 439-5 411.2 365.4 209.5 2329 
Import surplus ae es ee 400.0 714-9 707.0 925-4 1,632.4 
Overseas disinvestment .. Ke 230 756 797 635 055 


* Of which munitions {202.6 millions in 1942 and £657.9 millions in 1943. 
t Of which munitions {6.1 millions in 1942 and £4.7 millions in 1943. 


With three unknown quantities, any estimate of the missing figures could 
be no more than guess-work. Some hypothetical figures may, however, be 
quoted by way of illustration. Thus, if Lend-Lease imports from the United 
States and Canada were valued at £750 millions for 1943, our cash import 
surplus for that year would amount to {883 millions; and if, further, our 
disinvestment in respect of war expenditure abroad was exactly equal to 
the increase in our = bas dollar balances during the year (so that the 
Budget White Paper disinvestment figure of £655 millions could be attributed 
wholly to nau nt for the import surplus) our invisible export income would 
amount to £228 millions. If, as seems likelv, the growth in sterling liabilities 
during the year exceeded the increase in our external assets, the invisible 
export figure would be correspondingly increased. 
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Post-War Share Prices 
By Dr. T. Barn: 


This article sets ott the results of an enttrely new statistical analysts on the 

ation between the national income and ordinary share prices. In particular, 
P . j . i oe ‘ 

Dr. Barna segregates company profits ee the omnibus item “‘ rent, profits 


and interest’ contained in the Budget White 1 Paper, and ts therefore able to make 
much more exact estimates of ce mpany earnings after the war than has hitherto 


been possible. Another se ive 18 that Dr. Barna allows for a continuance of 


the vise in basic wages, leaving wage rates as much as go per cent. above theis 
1938 level some aft. vy the end of the war. On the assumptions stated, Dr. 
Barna’s gi reval ¢ niialie on 1s that post-war earnings would justify a level of share 


prices from two and a quarter to nearly three times as much as the 1938 level, 
- something more than double the present level of equity prices. 


N September 1, 1944—after five years of war—Professor Bowley’s 
index of wage-rates stood 45 per cent. above its 1938 level and, apparently, 
was still rising. The mechanism of our economic system is such that 
a rise in wage-rates will be ultimately transmitted to profits and hence to 
share prices—a fact which ae Stock Exchange does not seem to take into 
account. The purpose of this article is to determine what the present price 
of shares ought to be in view of post-war prospects. 
Post-War Company Profits 


D 
sf 


‘nd primarily on profit expectations. Our first task is to 
estimate the most lik he amount of post-war profits and their allocation. 
We shall first make an estimate of the national income and-then analyse it 
into its component parts. We shall not consider any particular post-war 
year but the average over a period of five to ten years from now. This is 
ur typical “ post-war ” year, which might correspond in reality to about 1952. 
We shall carry out the estimates under two alternative assumptions: (a) that 
the average rate of unemployment will be Io per cent., or (5) that full employ- 
ment—an average of 3 per cent. unemployment-—will be maintained. 

It is estimated that the available man-power will be the same after the 
war as in 1938. If we allow for an increase in H.M. Forces to 750,000- 
1,000,000, the total number of man-hours worked will fall by 2 per cent. 
from the 1438 level (assuming 10 per cent. unemployment), or given full 
employment will rise by 6 per cent. hedeape will wage rates be ? The present 
5 per cent. annual rate of increase in wage-rates is likely to continue for another 
two years, so that wage-rates will be 60 per cent. above the 1938 level by 
Septemb« r 1946. Given heavy unemployment, the rise may be halted, but 
it is unlikely that wages will be cut, except (perhaps) as a temporary measure. 
Hence under assumption (a), wage-rates will be 60 per cent. above the 1938 
level. If, on the other hand, full employment is maintained—as under our 
assumption (b)—the pressure on wage-rates will continue. Even assuming 
some form of wage control, a gentle rise—about 3 per cent. per annum—can 
be expected (by way of levelling up), so that by 1952 the index of wage-rates 


Share prices dé 
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will be 90 per cent. above its 1938 level.* The post-war national wage-bill 
will then total, under the alternative assumptions, £2,720/£3,480 millions. 

An analysis of the pre-war relation of wages and gross profits (rent, profits 
interest and salaries) suggests striking conclusions. Whenever there was a 
change in the home-produced national income caused by increased pro- 
ductivity or a change in wage-rates, the share of wages in the home-produced 
national income did not change, but remained 39-40 per cent. If, however, 
the national income fluctuated because of changes in the level of employment, 
the share of wages in the increment (or decrement) of the national income 
was somewhat less, though a constant proportion, about 36 per cent. This 
relation has held apparently since 1880, the earliest date for which reliable 
estimates of the national income exist,* and similar relations hold for the 
United States also. It is, therefore, safe to assume that the share of wages 
in the home-produced national income, excluding the pay of H.M. Forces, 
will be 393 per cent. after the war, as before. Estimating the pay of H.M. 
Forces at £240 millions, home-produced income would come to £7,130 to 
{9,090 millions and the total national income to £7,240 to £9,200 millions, as 
given in the following table : 





TABLE I 
NATIONAL INCOME IN 1938 AND POST-WAR YEAR 
Post-War Post-War 
1938 (10% (Full 
Unemployment) Employment 

{m. fm. £m 
Kent of Land and Buildings. . ; ‘ 380 490 550 
Profits and Interest .. “3 ; ea a 1,115 2,040 2,740 
Salaries. . ea ‘ i . : 1,100 1,640 2,040 
Wages .. 5A ig ‘4 , ss 1,730 2,720 3,480 
Pay of H.M. Forces .. 7 F ‘ a so 240 280 
HomE Propucep INCOME is , 1,405 7,130 9,090 
Overseas Income ae wo i rte F 200 110 110 
Net NATIONAL INCOME .. ; dy 4,605 7,240 9,200 





Notes.—1938 figures from Cmd. 6520 and Beveridge, Full Employment in a Free Societs 
Profits and Interest exclude income from abroad and interest on the national debt. Pav of 
Forces : Post-war rates of pay are 50-75 per cent. above 1938. Overseas Income : See Beveridge 
op. cit., App. C., Table 48. Rent in 1038: Dwellings {210 mn., agricultural land £40 mn. 


other £130 mn 


It was assumed that two million new houses will be built by 1952, and 
the rent of old houses raised by 15-25 per cent.; the expansion in the rent 
of land and business was put at 30-50 per cent. Total rents then amount to 
£490/{550 millions in the lige year. The number of salaried persons 
will not increase by more than 3 per cent. (with an additional 3 per cent. 
employed under full employment), since the pre-war rate of increase (annual 
I per cent.) was stopped by the war. Salary-rates would increase (considering 
the increase in wage-rates) by 45-75 per cent., giving a salary bill of 
£1,640/{2,040 millions. Profits and interest- placed at £2,040/{2,740 millions 

are obtained as a residue. What is included in this sum ? In the first place, 
it excludes income from abroad and interest on the national debt. But it 








* After the last war there was a rapid rise in wage-rates followed by an equally rapid fall 
By 1924 wage-rates settled down 94 per cent. above the 1914 level 
t A. L. Bowley, Wages and Incomes since 1860 
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y deposit and other 
interest and the income of the professions. The former can be put at {50 


includes, in addition to what can be called trading profits 


millions in 1938 and taken at the same value after the war (since any expansion 
in volume is likely to be balanced by lower interest rates). Professional 
incomes can be put at £60 millions and we can assume that thev will rise in 


tiie 


me proportion as salaries, to £85/{100 millions. Hence trading profits, 
bteined as a residue, come to £1,065 millions for 1938 and are estimated 


it ,go5/£2,590 millions in the post-war year. 

lrading profits, however, include Government profits (Post Office and 
muni l trad) r timat = s11] ne it > , w ll ‘ he “ofite 
nunicipal trading), estimated at {45 millions in 1936, as well as the pronts 


f farmers, private manufacturing, building and retail firms, and persons 
working on their own account, together estimated at £425 millions. To 
rive at company profits, these ought to be deducted from trading profits, 
hand the rent of industrial and commercial property, as 
also interest on the gilt-edged securities belonging to companies, should be 
1\dded in. . It was assumed that Government profits and the profits of small 
firms expand proportionately to other trading profits ; that most of the rent, 
ther than that of dwellings and land, and about one-quarter of the interest 
m the national debt accrued to companies, and that this item expanded by 
50 per cent. Hence company profits are estimated at £675 millions in 1938 
nd {1,225/f£1,590 millions after the war, as shown in the next table: 


TABLE 2 


( MPANY PROFITS IN 1938 AND POST-WAR YEAR 
Post-War Post-War 
1935 (10% (Full 
: . > 
Unemployment) Employment) 
n ém m 
‘ j T + , 
s and el 1,115 2,040 2,740 
| it and oth interest 50 50 " 50 
In rf i ) ions ) . 85 1900 
I I 5 905 >, 590 
tl 15 35 It5 
i ) 5 1,095 
I t tl ee) 210 210 
75 5 r,590 
l = ( 
N { { bo 
, ) ’ be . 
193 ir ye ) 75 
S in 193 rB 1 
) 155 
\ 
_ Too ” 170 
, P ) °5 
I I a 
42 
1d \ 
) If 
\ , Ix [ Fra App. | 
Debentut in roz8 und 10 : ent. of wn vy profits, 
[> P inary paid out 45 pet it., reserve 30 per it The 
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Post-War Earnings of Shar 


Liability to National Defence Contribution was fas millions in 1938 and 
it was assumed that this tax will apply at the same rate after the war. 
Company profits in 1938 were allocated between debentures, preference and 
ordinary shares on the basis of the Economist sample, with certain adjustments. 
Fixed-interest bearing securities account for 25 per cent. of company profits, 
ordinary shares for 75 per cent. 

The question arises how far the company profits of our post-war vear 
will accrue to capital existing in 1938 (which could, of course, be “ wate ered 
down” in the meanwhile) and how far to new borrowing or new issues. 
It is believed that with ro per cent. unemployment practically all new in- 
vestment can be paid for - of undistributed profits and, therefore, not more 
than 2 to 3 per cent. of the post-war profits would accrue to new shares. 
Under conditions of ful! Pais Stee this proportion could rise to 5 per cent. 

What will happen to profits accruing to old shares? The amount going 
to debentures and preference shares will be the same as in 1938, or perhaps 
somewhat higher under ful! employment, owing to fewer defaults. The 
amourit going to ordinary shares is obtained as a residue and comes to 
£99°/£1,285 millions. This amount is 102 to 162 per cent. in excess of the 
1938 amount, which requires explanation. When there is a rapid expansion 
oi the money national income, profits increase proportionately more than the 
national income because ot the existence of fairly rigid overhead costs. The 
arnings of ordinary shares increase at an even hig! ier rate because of the 
existence of fixed-interest bearing securities. This fact is, of course, weil 
known. 

Still, is not the above calculation too optimistic ? There are, admittedly 
two crucial assumptions. The first is that there will be no price-fixing by 
the Government which would reduce the profitability of capital. The second 
rucial assumption is that the rate of N.D.C. will not be increased and there 
will be no other tax on company profits. It is thought in some quarters 
that a company tax will be introduced to prevent a Stock Exchange boom. 
But the expected development is not so much in the nature of a boom as a 
mce-for-all rise in the level of security prices, by way of adjustment to the 
wartime expansion in income. To prevent this altogether the new tax would 
have to yield something of the order of £500/{8ce0 millions a year. On the 
whole, company taxes are inferior to personal income taxes oa grounds of 
‘quity, and it is unlikely that they will take root in the British system of 
public finance. 

[t can be maintained, on the other hand, that our assumption as to the 
rise in wage-rates was conservative and that an ample allowance was made 
for H.M. Forces, the profits of professions, Government trading and private 
firms. If the results still seem extraordinary, let us look at what happened 
after the last war. 

Share Prices After the Last War 

Let us compare the eight years before 1914 and the eight years after the 
transition period (i.e. 1924/31), as shown in the table below. Home-produced 
noney national income increased by 110 per cent.—that is, by more than 
mur forecast of developments after this war, assuming full employment, 
although unemployment was, in fact, far heavier after 1924 than before I[g14. 
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it is true that monetary controls during the last war were not as effective 
as during this war, but we must also remember the return to gold in 1925 
at the pre-1914 parity. This time there is no question of deflation to restore 
the 1931 gold parity of the pound. 

Between the periods 1907-13 and 1924-31, prices of ordinary shares rose 
by 94 per cent., but at the same time prices of fixed-interest shares fell by 
27 per cent. That is, there was a steep rise in interest rates, due to the 
failure of borrowing policy in the last war. In order to eliminate the effects 
of the change in interest rates on the price of ordinary shares, we have divided 
the index of ordinary shares by the index of fixed-interest shares. The 
resulting index, which can be taken as an index of the earnings for ordinary 
shares, shows a rise of 164 per cent. between the two periods. The true 
rise in earnings was even greater, because of bonus issues, which act as a 
damping factor on the share index. It is impossible to make an exact allowance 
for the latter, but it is a factor to be borne in mind when making comparisons 
over a period. To be on the safe side, let us also consider the eight vears before 
this war. There was an inslaiticann increase in the money national income 
between the ’twenties and the ’thirties. The index of ordinary shares has 
risen, but the ratio of the two indices has fallen by 17 per cent. This decrease 
can be explained partly by new issues, partly by the “ watering down "of 
capital. 


TABLE 3 
NATIONAL INCOME AND SHARE PRICES BEFORE AND AFTER THE LAST WAR 
1906-13 1924-31 1931-38 
(average) (average) (average) 
{m £m. £m. 
Home produced national income, {mn. ; ; 1,750 3,670 3,720 
Index .. ‘ . 100 2I0 213 
Share prices—Ordinary - , i P 100 194 201 
Fixed interest ee a és 100 73 92 
Ratio Index .. én ai as 100 264 279 
Notes.—National lucome A. L. Bowley, Wages and Incomes since 1860, p. 92, omitting 


income from S. Ireland and abroad, and Economica, 1942; p. 351, excluding income from abroad 
and adjusted to the official estimate for 1938. Share-prices : Geometric averages of London 
and Cambridge Economic Service Index. Complete trade-cycles were averaged ; hence it was 
necessary to include 1931 in two cycles since no national income estimate exists for 1923. 

Compare now the index of money national income and the index of earnings 
for ordinary shares in Tables 2 and 3. The similarity in the movement of 
the index numbers is striking. Historical evidence, if such evidence is accept- 
able, gives satisfactory support to our case. 

Forecast of Share Prices 

3ut does a forecast of earnings imply that share prices can also be forecast ? 
Share prices depend on (a) the expectation of future dividends, (b) the rate 
of interest at which these are capitalized, and (c) the speculative element. 
The degree of risk is different for different shares and is also different at 
different times. We can, however, take the degree of risk as being incorporated 
in (4): that is, the greater the risk, the higher the rate of interest used for 
capitalization. 

The third factor, the speculative element, is most difficult to assess, since 
it is usually not based on factual information but on opinion. Share prices 
depend not only on the factual information of insiders, but also on what the 
public thinks they ought to be. As Ke ynes put it, share prices are determined 
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by “what average opinion believes average opinion to be.” Hence the 
peculiar behaviour of share prices in the trade cycle—or at the present, when 
average opinion inside the Stock Exchange seems to believe that the average 
opinion outside expects pre-war price levels to continue for ever. 

The fluctuations of share prices show certain regularities over the trade 
cycle. Fluctuations in share prices precede fluctuations in general activity 
by a few months and are of a much wider amplitude than fluctuations in 
dividends. In the short period, in day-to-day or week-to-week fluctuations, 
the speculative element is so predominant that it is difficult to discover any 
regularities. If we consider, however, a longer period, if we compare two 
complete trade cycles, for examiper, waves of optimism and pessimism are 
expected to cancel out and share prices averaged over a period will be ruled 
by broad economic facts. Hence in long-run cor nparisons, share prices can 
be taken as being (a2) proportional to expected earnings and ()) inversely 
proportional to the appropriate rate of inkewent. 

Our forecast, therefore, concerns the average price over a post-war trade 
cycle. It is not concerned with the general mechanism of long-run changes 
in share prices, but only with a major once-for-all change cause -d by the war. 
It is consistent with a fall in share prices in the near future under the influence 
of speculative forces, but such a fall is bound to be temporary. It is, in fact, 
a forecast relevant for those able to hold shares for five to ten years or longer. 
The estimate applies to the share index as a whole, but could, of course, be 
qualified for particular industries. 

We expect share prices to rise by 102 to 162 per cent. (according to the 
expected level of employment) above 1938 prices on account of higher earnings. 
But how will interest rates change ? Since interest rates include : an allowance 
for risk, the index of fixed-interest shares rather than the price of Consols 
has been taken to represent the appropriate rate of interest. It is a known 
fact that the long-term rate of interest hardly fluctuates in the short-run 
and that its fluctuations do not coincide with the trade-cycle.* According 
to the index of the London and Cambridge Economic Service, interest rates 
implied in the valuation of fixed-interest securities showed an almost con- 
tinuous fall from 1867 to 1896; from 1897 onwards interest rates began to 
rise and by 1913 they were the same as in 1867. The effect of the last war 
was disastrous; the rise was steep until 1920. In the period 1922-1931 
interest rates were stabilized much above the roth century level. The cheap 
money policy of the ’thirties eventually pushed rates back to their pre-1914 
level. 

The borrowing policy of the last war forced an era of high interest rates 
on the post-war period. . Cheap money in the ’thirties was cheap in relation 
to the dear money of the ’twenties, but was dearer than roth century money. 
In the history of the British national debt, dear borrowing in wartime has 
been the exception rather than the rule. The borrowing policy of this war 
has proved highly successful ; in fact, interest rates have fallen. The secular 
fluctuations in the long-term interest rate — to an era of very cheap money 
and, apart from any “natural law,” the Government is pledged to such a 
policy. Hence interest rates must be lower after the war than they were 
in 1938. To be on the safe side, we shall assume a return to the interest 

* See M. Kalecki, The Long-Term Rate of Intevest (Essays in the Theory of Economic Fluctua- 
tions) and J. R. Hicks in ‘‘ The Manchester School,’ 1939. 
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rates averaged over the period 1867-1 
additional rise in share prices by one-eighth, to 227-296 per cent. of the 1938 
level. 

An intricate question arises at this point. We have taken 1935 as 
the base year for our calculation. But was this year representative of pre- 
ar trends? Was the relation between the share indices and the national 
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13 and not lower. This implies an 
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income the same in 193% as it was, on the average, during 1931-1938? On 
the whole, 1938 was a fairly representative year ; but share prices were falling 
ind, since that fall was at a greater rate than the fall in activity, prices were 
5-10 per cent. lower than would have been warranted by the national income. 
On this basis it therefore becomes necessary to raise our post-war estimate 


by a further 5 or 10 per cent., to 242-318 (1938 = 100). 
Present Share Prices 

This is the forecast of the share index for a period some years after the 
war. But at the present time E.P.T. limits retained profits. Assume that 
E.P.T. will remain in force for two years longer. Assume also that profits 
will not increase for another two years after that, so that the earnings forecast 
above will not be realized for the next four years. Let us discount these 
higher earnings at 4 per cent. Even so, present prices should be 225-290 
(1938 = roc), that is, about double their present level. (In the first half 
f December, the Financial News index of ordinary shares was only 39 per 
cent. above the average for 1938.) 

In the above analysis two subsidiary points were deliberately ignored : 
the problems of undistributed profits and of income tax. TFEarnings and 
dividends were taken as identical. This would be justified on the assumption 
that the reserve policy of companies will not change, so that dividends will 
rise in the same proportion as earnings.t 

Whether income tax and surtax influence share prices is a more difficult 
matter to decide. The general belief is that they do not. A rise in income 
tax is equivalent to a lowering of the met rate of interest, given the gross rate. 
But the historic evidence, referred to above, suggests that the gross rate 
of interest (which enters into the calculation of share prices) was stable over 
long periods, in spite of fluctuations in the rate of income tax. The fear that 
income tax might influence share prices can therefore be discountea.{ In 
iny case, Mr. Kaldor’s estimates suggest that income tax rates should not 
be much higher after the war than in 1938.§ 

The broad conclusion following from our assuinption is that present prices 
should be raised by anything from 75 per cent. to 125 percent. These assump- 
tions are, of course, not infallible; but even if the reader substitutes any 
reasonable assumption of his own (while maintaining the objective method 
f approach adopted here), he will probably arrive at a valuation of shares 
nearer to the above figures than to the present Stock Exchange quotations. 


t It is di It to s whe hare pr re based on earnings or dividends. To settle 


ton would 1 intensive research. The present writer, for one, believes that un 

] t th ne influence on prices as dividends. In fact, they 

w of the surtax payer, who wants to re-invest part of his 

¢ Employ contribution to social insurance—an indirect tax—has no effect on profits in 

ugg *, in much the same way as the tobacco duty has no effect. But indirect taxes may 
fect prolits in one industry relatively to another. 


see |} ridge, « App. C. and Ecoxnom Journal April 1943 
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Ordinary Shares Since 1870 
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N the preceding article, Dr. Barna argues a prices of ordinary shares 
ought to be about double the present le vels, having regard to the probable 
level of national income after the war. Many people will be inclined to 
juestion this conclusion in detail. It is based, for example, on the assumption 
umong others that by the early ’fifties basic wages will have risen by no less 
than 90 per cent. above 1938 rates. But there can be no questioning the 
broad conclusion that the sweeping rise in money incomes during the war 
justifies a substantial advance in equity values. On the most pessimistic 
assumptions, private income after the war can hardly fall much below £8,000 
millions, an increase of about 60 per cent. on 1938. On the other hand, the 
Financial News’ new index of ordinary shares averaged 100.6 in its first four 
years of existence (from July 1935 to June 1938) and now stands at only about 
112. Clearly, this leaves an ample margin for further progress unless one is 
prepared to postulate mass unemployment, a sweeping rise in interest rates 
or company taxation at something like the level of wartime E.P.T. 
All the historical evidence certainly favours the probability of an upward 
evision of share prices to the enhanced level of national money income. This 
is mp weer out very clearly in Mr. Hargreaves Parkinson’s careful review of 
stock Exchange investments from 1870 to 1939 in his new book, ‘“‘ Ordinary 
Shares * (Eyre and Spottiswoode, price 30s.). Graphs and charts showing 
the course of ordinary share prices and of Consols are reproduced in the 
accompanying pages. It will be seen that on balance Consols depreciated 
from 91.4 to 66.1. Since the coupon rate Was reduced during this period 
rom 3 per cent. to 2} per cent., the indices for the earlier years should possibly 
be reduced by one-sixth, but even so on this basis the net movement is a 
epreciation of over 13 per cent. This is in startling contrast with the trend 
f the ordinary share inde x, which rose on balance from 96.7 to 266. 

In other words, equity values in 1939 were about two and three-quarter 
times as high as in 1870, and, broadly speaking, were rising throughout the 
entire period. This secular appreciation at the rate of 14 per cent. per 
annum compound was undoubtedly closely correlated with the trend of the 
lationa oh income ; this is precisely the rate, in fact, at which productivity has 
been rising in the economy as a whole in recent years. As Mr. Parkinson 
stresses, there was nothing inevitable about this prolonged rise in ordinary 
shares. This was simply the market reflection of seven decades of national 
conomic progress. “‘In the long run, share values are only one of many 
indices of the progress of the nation. They cannot rise indefinitely against a 
tagnant economic background; but nothing in the world can hold them 
lown, permanently, in an era of rising prosperity. The direction, velocity 
ind « xtent of their movements are ultimately determined by factors com- 
pletely outside the Stock Exchange. The highly satisfactory experience of 
long-term investors in equities during the last two or three generations is 
xplicable wholly by a favourable conjuncture of external forces, whose con- 
tinuance may be hoped for but cannot be taken for granted.”’ 

Naturally, nobody would suggest that the trend of national income is 
the sole determinant of equity values. Another basic factor is, of course, 
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the level of interest rates, which enter into share prices as the basis for capitaliza- 
tion of expected dividends, and at times this influence has had a strong effect 
on current trends. Thus, Mr. Parkinson points out that the movements over 
this seventy-year period can be broadly divided into two distinct phases : 

‘“‘ For the first forty-five years, values are steady and unprogressive, except 
in a few eventful years in the eighteen-nineties. For the next twenty-five 
years they are unstable but distinctly progressive.”’ Virtually the whole of 
the advance in the earlier period, from 1870 to I9g14, it is pointed out, was 
crammed into the five years from 1894 to 1899, when the index shot up from 
101.0 to 152.0. An investor who bought at the peak levels of 1899 would 
have seen a sharp depreciation in his holdings during the next few years, 
which was not fully made good again until as late as 1916 (though even so 
he would have fared better than a person who bought Consols at the 1897 


peak of 111.9, who would have seen the price droop steadily to a 1920/21 low 


of less than 48). The recession and stagnation of equity values in the early 
years of the present century was undoubtedly due largely to the rise in interest 


rates from the cheap money levels of the ‘nineties, a movement which naturally 


had a still more adverse effect on fixed interest securities 


An interesting point which the analysis brings out is ‘that on balance the 
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rise in shares has easily outstripped that in general prices. “ Rising equity 
values—that is, the price of industrial risk-bearing capital—were not merely 
a function of the changing value of money.’’ This merely confirms, of course, 
what one would expect on general principles. For one thing, profits rise 
nore steeply than incomes as a whole, and, therefore, more sharply than prices. 
Moreover, rising prices are by no means the only possible source of an expansion 
in money incomes. An estimate of money incomes must take into account 
also changes in the volume of employment (through fluctuation in the labour 
force, average hours worked or the level of unemploy ment) as well as in over-all 
productivity. The comparison of ordinary shares with commodity prices is a 

‘ful reminder to those who would like to reduce the national income technique 

forecasting to the simple proposition that equity values are naturally 
increased by “ inflation.” 

For the post-war years, the instability of share prices is as striking as 
their steeply climbing underlying trend. This is, of course, closely bound 
up with the accentuation of cy clical fluctuations since the last war, though 
the graph shows clearly enough that the Stock Exchange adjustme nts to the 
pre vailin; 2 state of trade were wildly exaggerated on any r rational basis, even 
allowing for the ac companying changes in interest rates: ‘“‘ At times of acute 
crisis, it would seem, the market’s normal sheet anchor—its permanent relation- 
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f national prosperity—may fail to hold. Prices will then 


ir more unstable and erratic forces whose action, whi! 
It has been calculated, for 
example, that an investor who put £10,000 into ordinary shares at the rgz2: 


aks would have seen his holding down to £4,900 three years later, but uf 





ship with the cour 
be at the mercy o 


" a" oo re ee 
they endur » May e quite unpredictable. 








I 
again to £11,400 by 1936. 
AT > 


On his analysis, Mr. Parkinson bases some canons of investment which 









emerge incontrovertibly from the data, but may, nevertheless, appear some- 
vhat startling to the orthodox believers in the “ safety” of gilt-edged (who 
may all the same be coming into their own for the first time now that the 






f credit and economic fluctuations are at last 





true principles of the control o 


understood and accepted). The most profitable investment policy, for anybody 


na 4 ition to keep a careful watch on economic trends, would in the past 






in t 
have been to buy equities towards the end of a depression and sell them in the 
boom, remaining out of the market during the intervening phases of the trad 





cycle. Even the long-term investor must take care to time his purchases by 
careful reference to the trade cycle, or he would risk sacrificing the possible 
appreciation of a generation. ‘‘ For intra-cyclical holding,” Mr. Parkinson 
points out, “ industrial debentures are more attractive than gilt-edged stocks, 
whose price is artificially raised by their trustee status. On the other hand 
“it is difficult to discover convincing reasons for buying preference stocks 
as such, at any time,” since these “ share in large degree certain of the in- 
cidental disadvantages of equities without any of their long-term advantages. ’ 
Again, “‘ investors should buy equities, with very few exceptions, for capita! 
reasons, or leave them alone,” the margin between equity yields and the return 
on gilt-edged or other types of security being too narrow to justify the buying 
of equities merely as a yield-sweetener 

As to the future, Mr. Parkinson is only cautiously optimistic. “ Those 
who urge a conservative approach by investors to equities after the war, 
he says, ‘have no great difficulty in making out a case.”” There are many 
problems to be face .d, such as the whole question of terminal losses and th 















recovery of export trade. But whether the pessimistic view of ordinary 
share prospects is justified depends, as he says, “ ultimately on the level of 
the national income. And in that context there are many more hopeful 





factors to consider. Difficulties in the terminal period will be, by definition 
transitional. Once they are overcome a national income of, say, £8,000 millions 
may not be an extravagant expectation, allowing for increased prices, a fairly 
low unemp!oyment percentage and a moderate net increase both in productive 
plant and industrial skills as a result of the war. . . Clearly, with a national 
income of anything like the size envisaged, the ordins iry shareholders’ ‘ fund 
could easily bear a good many deductions for social services, and even its share 
of higher taxation to meet the service of an increas ed annual charge for the 
ion lebt.”” And on the longer view: ‘ The broad conclusion would 
seem to be that the unknown factors in the ordinary shareholders’ long-term 
are probably more political than economic. On the whole, it is unlikely 
















problem a ovably 

‘ m , : ° 1 ; . ° ° 
that the long-term equi.y trend will be downward, though for a time its rise 
may be appreciably less steep than during the seventy years from 1870 to 
143 On ba ance, h prospects for equity-holders during the second 





lf of the .wentieth century seem distinctly hopeful.” 
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Mip-1890 100 
Year Number Year Number Year Number Year Number 
1870 90.7 1555 ‘ 1906 3 1924 
1871 109.0 
1872 123. 1890 9. 1908 j 1920 
1573 126. ISQI ‘ 1909 . 1927 
1874 122 1892 06. I91IO ; 1928 


1559 ). 1907 ‘ 1925 


1875 115.8 1893 97 «7 IQII , 1929 
15376 108. 1894 IOl. 1912 44.4 1930 
1877 102.! 1895 It! 1913 42.5 1931 
1878 94.4 1896 134 1914! 4 1932 
1879 87. 1897 145. 1915 34. 1933 
1880 102 1808 148 19016 52. 1934? 
1881 ol. 1899 152. 1917 : 1935 
1882 97. 1900 150. 191d 5- 19306 
1883 92.8 1901 142.; 1919 4I. 1937 
1884 88. 1902 139.7 1920 242. 1938 
1885 87. 1903 136. 1921 1939 
1886 88. 1904 28.6 1922 

1887 55. 1905 136.4 1923 31. — 


First six months only. * For years 1934 and later, original figures, on a different base, have 


en re-expressed on base mid-1890 100, using 1933 as “ Link ”’ year. 


5 in- 
ss. PRICE OF ‘“ CONSOLS” 
pital | sd 

s Mean between highest and lowest London Stock Exchange quotation, in each year, for £100 
turn nominal value of stock. Interest on ‘‘ Consols’’ was 3 per cent. to 1888, 2} per ceni. from 1889 t 
ying 19002, and 24 per cent. from 1903 onwards 

Year Mean Price Year Mean Price Year Mean Price Year Mean Price 

hose 1870 91.4 1888 101. 1906 88. 1924 56.6 
ar,’ 1871 92.7 1889 97. 1907 84. 1925 56.3 
1an\ 1872 92.3 1890 96. 1908 86. 1926 55-0 

J 1873 92.8 1891 95.- 1909 84. 1927 54- 
| the 1874 92.5 1892 96. 1910 80.8 1928 55- 
nary 1875 93-7 1893 98. 1gII 79-: 1929 54: 
e] of 1876 95-4 1894 100.9 IQI2 75. 1930 56. 

leas 1877 95-3 1895 105. 1913 73. 1931 55- 
oeTu 1878 95.8 1806 109. ! 1914 73.5 1932 66 
tion 1879 96.9 1897 Il. 1915 62. 1933 
: 1880 99.1 1898 110 1916 59.7 1934 
lions 1881 100.6 1899 104. 1917 53. 1935 
airly 1882 100.7 1900 100. 1918 58.: 1936 
tive 1883 101.1 1901 Q4. 1919 54- 1937 
; 1884 100.9 1902 Q5.- 1920 47. 1938 
ional 1885 99. 1903 go. 1921 47- 1939 


ind 1886 100 1904 88 1922 54- —_ 


hare 1887 101. 1905 3Q. 1923 57-: _ 
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The Belgian Monetary Experience 
By Baron Boel 


Financial Adviser to the Belgian Government 
WISH to give this title to an article written now about the monetary laws 
the Belgian Government has lately enacted, as their consequences can only 
be judged after sufficient time has elapsed. The theory and the practical 
immediate results can be expounded ; the real truth of the experience will 
only be known in the future. 

Due to war expenditures, the financial situations of all countries—free, 
occupied or enemy—are characterised by a considerable inflation of means 
of payment, with all the dangers that this inflation can constitute for the 
economic structure of the countries involved. In the midst of her misfortunes, 
3elgium has had the small advantage, compared to other occupied countries, 
that the enemy did not succeed in imposing the use of its currency, while the 
so-called Reichskreditkassenscheine which had been used in the beginning of 
the occupation were withdrawn. Belgian currency alone was legal tender, 
so for Belgium the monetary problem was not complic: ated by the existence 
of foreign currency having legal tender in its territory. 

The Belgian Governme nt in London had the responsibility of preparing 
the scheme to be followed as soon as the liberation of the territory so allowed. 
Before devising the methods to be adopted, a realistic view had to be taken 
of the situation, and the following figures will show to what degree means 
% payment had increased during the occupation : 


Average first September August 
6 months 1939 1943 1944 
(in Millions Belgian Francs 
Bank of Issuc 100,000 
Notes and deposits ° ee ae 25,000 54,000 4,000 
Commercial bant 
Deposits ; e. oe ‘ ii 12,500 34,000 44,090 
Post Otlice Checks 5 5,000 
Deposit ais a id 3,000 4,500 Ll 6,000 
Saving Banks 
Deposits ‘i . 6 ° 12,500 14,500 21,000 
Total of abov 7 ba 56,000 137,000 183,000 
Commercial Bank 
Credits o« ee es os as 10,000 — —- 
Total means of payment ma va ae 46,000 137,000 183,000 
Index .. ‘ jon Ma asa a 100 208 398 


At the same time, wholesale prices, wage levels and costs of living had 
also increased. Compared with July 1939, wholesale prices in Septe: mber 
1943 had risen by 80 per cent., the cost of living by 65 per cent. and hourly 
wages only by 45 per cent. These figures of wholesale prices and the cost of 
living take no account of black market prices ; the index of hourly wages 
incorporates the indirect advantages given in the form of loans, of free meals 
or of commodities sold at pre-war prices. 

The first task confronting the Belgian Government was to choose a rate 
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»f exchange applicable as soon as the first Allied soldiers entered the country, 
and informal discussions took place with the British and American Treasuries 
on that matter. Various indices were compared for the three countries, 
among them the following : 


U.S U.K. Belgium 

Wholesale prices : 

Sept. 1943 on June 1939 .. - Kis ae 135 167 180 
Wage levels (hourly money wages) : 

June 1943 on 1939 i 3 ‘+x ae 145 135 145 
Cost of living 

Sept. 1943 on June 1939 .. AS me ae 125 129 165 
Note circulation 

Sept. 1943 on Dec. 1938 .. 4 ie ha 275 195 290 
Bank deposits 

Sept. 1943 on Dec. 1938 .. i bus oe 210 165 267 
Public Debt 

Sept. 1942 on June 1939 . iw ‘a 354 220 218 
Note circulation + Bank Dey posits 4 public debt 

held by public 
Sept. 1943 on Dec. 1938 .. a én és 255 205 197 


In analysing these figures, the following assumptions were made: (a) that 
the wholesale price and wage levels indexes would, in Belgtum, follow the 
British ones, the indices of disparity between those figures having remained 
practically constant between 1935 and 1939 (Statistical Year-book of the 
League of Nations, Geneva, 1941) ; (0) that an inflation of means of payment 
existed, but only part of the increase had been incorporated in the Belgian 
‘cconomy ; (c) that the cost of living for a given rate of exchange might be 
based on the formula : 

Cost of living = whole sale price index + 2 X wage e inde x. 


3 

Wholesale prices in the United Kingdom and on the international markets 
were known quantities, as were the present hourly wage rates paid in Belgium. 
The new rate of exchange had in any case to allow for an increase in the latter, 
giving to the working classes—in normal post-war conditions—a purchasing 
power at least equal to that which they had before the war, this being a moral 
and social duty towards the largest section of the Belgian population. On the 
other hand, it was necessary to take into due consideration various factors, 
amongst them the repercussion a new exchange rate would have on the relation- 
ship between interest on public debt, on the one hand, and budget receipts 
and national income on the other, the present value of the Belgian Congo 
franc, the export necessities of Belgium, and the danger involve ed for the 
saving classes in too great and unjustified a devaluation of the currency, with 
the possible consequence of social unrest. 

After careful study of the problem, as is well known, the Belgian Govern- 
ment decided to fix the new parity for the Belgian franc at 17 70.025 francs 
to the pound sterling and 43.827 francs to the dollar. This ‘decision was 
of paramount importance—the main step in the right direction. But choosing 
a rate of exchange implies taking at the same time all measures which may be 
needed to ensure the maintenance of the currency at that level. The country 
has been invaded—occupied. A reckless, systematic, clever, ingenious system 
of plundering its resources had been employed by the enemy. They hardly 
re quisitioned ; ; they seldom stole or confiscated. They bought—in appearance 
honestly—but they made Belgium pay for all these purchases s. This was done 
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directly by the use of bank notes and by the levying of occupation costs (73, 000 
million francs from June 1940 to August 1944) ; indirectly it was achieved via the 
clearing system and the Belgian account with the Reichsbank (62,413 million 
Belgian francs balance in favour of Belgium up to the end of August 1944). 
The result was wholesale impoverishment of the country, which was left 
with no raw materials or finished products, while the Belgian people had 
at their disposal great quantities of purchasing power with very small supplies 
of consumer goods available. If not taken care of, the situation would clearly 
lead to inflation of prices and of wages, with as a result the vicious circk 
of devaluation of currency. 

Faced with that dilemma, the Belgian Government could do nothing 
more than ask the people to realize that the loss was irretrievable—the sacrific 
had already been made. The only way to act was to face the realities and 
take the measures capable of checking the dangerous inflation which was 
looming. In the monetary field, after having decided on the new rate of 
exchange, the following measures were adopted : 

(2) All bank notes of the National Bank of Belgium in the hands of 
residents of Belgium (whether — or companies) had to be declared 
within five days (i.e. by Oc Q). 

(b) All existing issues « ben k notes at that date lost their character 
of legal tender with the vacentien of Treasury notes of 50, 20, 10 and 
5 francs. 

(c) A new issue of bank notes of the National Bank of Belgium having 
been printed, a limited amount of 2,000 francs per head was exchanged 
in new notes against old notes. 

(d) At a later date (November 3), the remaining old bank notes were 
deposited with the banks and post offices. Of these amounts, 3,000 francs 
per declared account were exchanged against new bank notes, 40 per cent. 
of the remainder temporarily blocked and 60 per cent. de finitely blocked 


(ec) At the same time (October 9), all bank accounts were segregated 
into three different partial accounts: a free account equal to 10 per ¢ent. 
of the total account or to the amount existing in that account on May 9, 
1940, whichever was the highest. On November 3, 3,000 francs per 
account were released, the surplus being divided into a temporarily 


L 
blocked account 40 per cent. of the remainder, and a definitely 


1 
blocked account equa O per cent. 
These measures were ba on the following reasoning: The means of 
payment had increased between 1939 and August 1944 from 56,co0 to 183,000 
million francs. Taking account of the fact that 10,000 millions of commercial 
bank credits were incorporated in tl igures of 1939 and that no bank credi 
was included in those of roq4 he loans having been reimbursed during th 
war, the figure of 56,000 million franes is reduced for purpose of comparis« 
46,000 imillion frances. On that ba it can be calculated that for a rate 
of exchange of 176,625 to the pound, the total volume of means of pay! nent 
that the Belgian economy, working in the same conditions as in 1939, mighi 


need would be : 
75,000 million francs. 


sterling’s purchasing power, and equal 
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to 1.34, and 144.50 being the average rate of exchange between pound sterling 
and Belgian franc in 1938 and for the first six months of 1930. 

Thus, of a total of 183,000 million francs, 75,000 millions ought to be free 
and 108,000 millions blocked. An additional amount of 20,000 to 25,000 
million francs was added to the theoretical free figure, allowing industry and 
trade to rebuild their stocks to a level equal in tonnage to those of 1939 
leading to a total of 95,000 to 100,000 million francs as the volume of 
means of payment needed by the Belgian economy in the present circum- 
stances and on the same basis of employment and production as in 19309. 
But the Belgian economy without raw materials or transport facilities was 
not working at 1939 levels and thus did not need immediately the whole of 
this amount. It was, for that reason, decided to free immediately only a 
certain proportion of the means of payment, blocking for the time being the 
difference between what was considered the highest figure necessary after 
recovery (95,000,100,000 million francs) and the present needs of the population 
(55,000/65,000 million francs). The unblocking of the temporarily blocked 
account would take place as and when industry and trade might need thes« 
additional funds. 

The declaration of holdings of bank notes, their deposit and exchang: 
are now nearly finished, and as of November 15 the following approximat 
figures can be quoted : 

Total amount of old banknotes declared or exchanged: 90,000 millior 

francs, approx. 

rotal amount in circulation on October 8, 1944: 100,000 million francs, 

approx. 
This indicates about 10,000 million francs of bank notes have been destroyed 
or are in enemy or foreign hands. At the same date, the free means of payment 
amounted to 59,000 million francs, of which: 14,000 millions due to exchang 
of 2,000 frances of old bank notes per head ; 13,000 millions due to the further 
exchange of 3,000 francs per declaration ; 4,000 millions representing Treasury 
notes of 50 and 20 francs; and 28,000 millions of free bank deposits. Th 
difference between 183,000 million francs (total means of payment availabi 
on October 9, 1944) and this figure of 59,000 million, i.e. 124,000 millior 
francs, represents temporarily blocked accounts of 50,000 million francs 
and 74,000 million francs of definitely blocked accounts. 

The maximum amount of means of payment that could be made availabk 
for the Belgian economy when trade and industry have recovered to 1939 
levels will thus be : . 

59,000 million + 50,000 million = 109,000 million francs, 
hich are included the sums necessary to allow for the reconstitution « 


f raw materials and finished products. This figure of 109,000 mitlion 


f 


francs is 9 per cent. higher than the theoretical figure of 100,000 million francs 


tioned above, but if one takes into account that ro,ooo millions of ban 


notes were not decla me realizes that the margin is reduced to a mere 3 


cent 


, , 
Hourly money wages have been increased by 40 per cent. above the 194 
, 


levels (which means a total increase of 59 per cent. on 1939) and a temporary 
additional 20 per cent. has been given so as to enable the working classes to 
bridge the gaps between now and the time when they will be able to find and 
purchase, at the official prices, all the foodstuffs, coal, clothes, etc., they need. 
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Price ceilings have been studied for each important type of commodity— 
international price levels, subsidy and rationing policies, social necessities have 
guided that choice. On the average, they rate 65 per cent. above the 1939 levels. 
There has been no deflation of prices; on the contrary, there has been an 
increase above the levels ruling at the time the measures were announced— 
black market prices excluded. There has been a deflation of means of payment, 

allowing for the sterilization of those means of payment not incorporated in 
the economic process and needs of the nation, for a checking of the looming 
inflationary threat that existed and for the achievement of an equilibrium 
between available goods and available purchasing power. The working of 
the monetary scheme will provide for more purchasing power when more 
consumer goods are on sale. The road before the country is one of an ex- 
panding economy helped and fostered by a sound monetary and credit policy. 

lhe obligation of declaring the holdings of bank notes has had two other 
advantages : of cancelling the notes in the hands of the enemy, and of giving 
to the Internal Revenue Department a very good knowledge of abnormal 
war profits. To find how much of Belgium’s wealth was in the hands of the 
enemy, all Belgian bonds and shares ‘owned by residents of Belgium, and 
later all Belgian bonds and shares owned by residents of foreign countries, 
had to be declared, thus establishing a recorded owner for each bearer bond 
or share. Belgian residents had at the same time to register all their foreign 
holdings (first securities and afterwards bank accounts, bank notes, etc.) 
and an exchange control was set up, providing for the normal war regulations 
on foreign exchange matters. These measures will also enable the Internal 
Revenue Department to check income tax returns more accurately and 
establish fairness as between all taxpayers. 

It is the intention of the Belgian Government to establish a very high tax 
on all profits made during the war—both an excess profits tax and a tax on 
war profits. Payment will be permitted from “ blocked accounts,” thus 
reducing the size of these. It might be useful, at a later stage, to consider 
the issue of a voluntary or forced loan, the proceeds of which would allow for 
the unblocking of the blocked accounts. Naturally, this loan would be of a 
special acer so as to lead to no creation of new credit—it could not be 
hypotheticated or used as collateral for loans. By these measures, the Belgian 
Government hopes to restore health to its monetary system, to retrieve Belgian 
assets in the hands of the enemy and last, but not least, to distribute war 
losses more fairly amongst taxpayers. 

The programme must succeed if, at the same time, the Government takes 
strong steps to check the inflation of prices, by maintaining in existence a 
rigid rationing system for the principal consumer goods and also ceiling prices 
allowing a standard of living at the present level of wages at least equal to 
the pre-war one. Belgium does not produce enough agricultural goods for its 
needs and, apart from coal, has no raw materials of any kind avail: ible. The 
success of the financial plan depends ultimately on the possibility of imj porting 
enough essential consumer goods of both types and, in a country which is 
still in the war zone, of transporting and distributing them. The monetary 
scheme is based on sound and judicial reasoning. It was very favourably 
received by public opinion. The figures quoted as realized show that the 
methods devised were good. Hence its ultimate fate depends on circumstances 
not within the control of the Belgian Government alone. 
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The Banking Year at Home 


FTER flattening out in the early part of 1944, the curve of war ex- 

penditure has in recent months been running at new peak levels. The 

fiscal background to the year’s banking trends has therefore been very 
similar to that of 1943, and the dominant trend has accordingly been a con- 
tinuance of the controlled expansion in progress since war began. On balance, 
the tempo of credit expansion has increased once again after the temporary 
check of the preceding twelve months, but the movement has not been a con- 
tinuous one. On the contrary, there was a marked reversal of trend in the second 
half of the year, clearly associated with the sharp setback in large savings 
until the substitution of the new Exchequer Bonds for National War Bonds 
in November and the resulting last-minute rush of subscriptions to the latter 
issue. 

Paradoxically enough, the trend of the note circulation has shown precisely 
contrary tendencies. In the early months of the year, the expansion con- 
tinued in full swing, and withdrawals between the January low and the end 
of June totalled {63.6 millions, compared with only {38.2 millions in the corres- 
ponding period of 1943. With the invasion of France, the rise in the circulation 
was slowed down by a substantial return of notes from the large British and 
American forces leaving this country for the Continent. From the end of 
June to mid-December, withdrawals amounted only to {94.8 millions, com- 
pared with £120.6 millions in the corresponding period a year earlier. On 
the year, the rise in the note circulation has almost exactly equalled that 
of 1943, as will be seen from the table below : 


CHANGES IN CENTRAL BANK CREDIT 
Change : 
1044 Change 1943 on 1942 on 1941 on 
Dec. 13 on year 1942 1941 1940 
£m. {m. £m. {m. £m, 
Issue Department : 
Fiduciary issue... ,250.0 + 150. + 150. + 170. 150.0 
Active circulation. . 5225.7 + 158.3 58.6 + 168. 135-5 
Banking Department : 
Reserve a ae 26.: — 8.c 5 +. Zs 14.0 
Securities .. ee 233.-: + 24.2 + 32.8 + 3.8 12.1 
Deposits... i 242.0 + 16. - 24.3 + 15. } 1.9 
Once again, the clearing banks have taken very little part in the additional 
demand for notes, and the year has seen a continuance of the remarkable 
decline in till money as a proportion of total cash, discussed in detail in a 
Banker’s Diary note. Even so, the expansion in central bank credit over 
the year to mid-December was somewhat less than in the preceding year, as 
the above table shows. By this time, however, heavy Christmas withdrawals 
were already in progress, and it is probable that the banks had seasonally 
strengthened their till money holdings at the expense of bankers’ deposits. 
In the four Bank returns for November, this item averaged £187 millions, 
an increase of {27 millions on November 1943. 
The change of trend in credit expansion after the middle of the year is 
bronght out by the analysis of the public’s “ net liquid assets” (other than 
currency) in the next table. A similar calculation for the first half of the 
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year showed an increase of only £25 millions, compared with {96 millions 
in the first six months of 1943 and as much as {221 millions for January- 
June 1942. It will be seen that in the succeeding five months the comparable 
increase was as much as £464 millions, compared with only £380 millions in 


1943: 
DEPOSITS AND TAX CERTIFICATES 
Change in £ millions 
July—November 
———— — Se — —_—-- — -—-_—_——_—_——} 
1940 1941 1942 1943 1944 
Jeposits, unadjusted... - + 332 + 262 + 209 + 234 + 298 
Rise (—) or fall (+) in cheques 
and balances .. : $a + 13 + 33 + 20 + 30 + 4! 
lective deposits + + 345 + 295 + 229 264 + 339 
tise (—) or fall (+) in advances + 39 + 50 + 37 + 20 + 33 
Net deposits ; 384 345 +- 266 + 284 + 372 
Yax certificates . A - + 15! + 96 + 92 
Net liquid assets , + 384 + 345 + 417 + 380 404 


For the twelve months to November, the increase in bank deposits and 
tax certificates taken together was £640.6 millions, an increase of £71 millions 
m the year, but still £56 millions less than in the twelve months to November 
1942 ; ; 

Twelve Months to: 
Nov. 1941 Nov. 1942 Nov. 1943 Nov. 1944 


£m. £m. £m. {m. 
Deposits sie j ‘ + 506.3 + 263.7 +- 392.7 + 533-6 
Tax Certs. .. is bi - + 433-1 + 176.9 + 107.0 

506.3 + 696.8 ‘ 569. 6 + 640.6 


If bank deposits alone are considered, the year’s expansion was £533.60 
iillions, or £141 millions greater than in the preceding twelve months and 
rather more than double the 1942 expansion. Ona percentage basis, however, 
the 1944 increase is only 13.8, against 11.3 per cent. The next table shows 
that whereas in 1943 virtually the whole of the addition to deposits had its 
-ounterpart in Treasury deposit receipts, last year’s rise in this item was 
juivalent to no more than 67 5 per cent. of the expansion in deposits. This 
mparison, however, is strongly influenced by the movements in the single 
nonth November, when the last-minute rush for National War Bonds’ was 
eflected in the first drop in T.D.R. holdings for many months, as well as a 
sharp recovery in discounts which accounts for more than the whole of th: 
rise in this item on the year. There was also an addition of more than {20 
nillions to investments, which similarly accounts for the greater part of the 


ee ee OS ee 


‘t rise over the twelve months : 
CHANGES BY TWELVE-MONTHLY PERIODS } 
Nov. 1939 Nov. 1940 Nov. 1941 Nov. 1942 Nov. 1943 
to Nov. 1940 to Nov. 1941 to Nov. 1942 ~=to Nov. 1943 to Nov. 1944 | 
m sm m #m fm 
Veposits 357-3 + 506.3 + 263.7 392.7 + 533-6 
; 39.7 \ 16.8 + 35.0 + 30.2 57-5 
ill Money : [.5 — 13.8 8.1 + 20.0 + 50.4 
Discounts ; 14.6 93.0 4-5 a See + 14.0 
Tiere 08 ea tf 230.0 + 415.0 + 152.5 383.0 + 301.0 j 
Investments . + 132.0 255-9 + 118.7 + 49.4 - 25.8 


t 


Advances ia - 71.7 — 114.2 40.3 39.0 13.6 
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A truer reflection of the year’s trends is to be found in a comparison ot the 
averages for the first eleven months, as in the next table. This shows an 
increase in T.D.R. holdings equivalent to as much as 82 per cent. of the 
expansion in deposits, or little short of the theoretical maximum of go per 
cent. (since the maintenance of the conventional cash ratio means that one- 
tenth of any additional deposits must have their counterpart in cash). Bill 
portfolios have on the average been £17 millions lower than in 1943, since it 
was not until November that the policy of the authorities, in fixing the T.D.R. 
call and the size of the weekly tender Treasury bill offer, allowed of any 
appreciable recovery in this item. Similarly, the other money market asset, 
call money, shows an increase of only £25.4 millions, against the net rise of 
over £50 millions in the twelve months to November. The expansion in this 
item may be partly due to increased loans to the Stock Exchange, but for the 
most part it is associated with the fact that the discount market has had to 
carry a large part of the successive additions to the tender Treasury bill issue, 
bank buying having been persistently disappointing on account of the con- 
tinual over-assessment of T.D.R. requirements. 


EXPANSION IN CLEARING BANK CREDIT 








Change : 
Change on Average | ‘ 
Nov. Aug. Jan./Nov. 1944 on 1943 on 1942 on 
1944 1939 1944 1943 1942 1941 
£m. £m. | £m. £m. £m. £m. 
Deposits .. ic wer.@ +2,152.8 4,117.1 + 472.0 + 401.7 + 305.7 
‘ash ang ai 460.4 + 227.5 431.3 + 49.0 + 41.5 + 29.3 
Call Money bie 205.0 + 157-5 | 178.5 + 25.4 + 20.9 — 2.3 
Discounts ee 197.9 — 81.2 | 172.6 — 17.0 — 48.2 + 1.5 
T.D.R... -» 1,547-5 +1,547-5 1,361.2 + 386.8 + 355-9 + 147.8 
Investments pi 1,192.0 + 592.6 | 1,164.5 + 18.3 + 81.8 + 179.5 
Advances a 737.0 — 246.9 | 750.1 oe 2.3 — 51.9 — 62.4 


Though the downward trend of advances has been checked for the first 
time since the outbreak of war, it will be seen that on the average this item 
has been only a trifle higher than in the first eleven months of 1943. In 
the early months of the year there was a temporary recovery (no doubt 
associated with borrowing against tax payments) which left this item as 
much as {26.4 millions higher on the year at the end of June (as contrasted 
with a decrease of {66.4 millions in the year to June 1943). During the 
following months, however, a large part of this improvement was lost, and in 
October the outstanding total was again actually lower on the year, though 
this was in turn reversed in November. 

The movements in deposits and in the various assets by quarterly periods 

shown in the next table. The most obvious contrast with previous years 
is the fact that money market assets have been able to maintain and actually 
improve on their seasonal recovery in the second quarter of the year. After 
i temporary decline of £24 millions in six months to March 1944, investments 
increased again by {£46 millions in the following six months, against only 
£28 millions in the corresponding period of 1943. On the other hand, advances 
declined by as much as £35 millions in the third quarter of 1944, compared 
with only £10.6 millions in the omupeaiing months of the previous year. 
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MOVEMENTS BY QUARTERLY PERIODS 
Money Market 
Deposits Assets +... Investments Advances 
{m. fm. £m. £m. £m. 
— 35. 97 «4 + 60. + 49.6 + 2.1 
+ 181. ; 108. + 59. — 48.9 
+ + 59. — 3 
59. 
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* October/November only 


The cumulative effect of wartime trends on the banking assets structure 
is shown in the next table. In November, advances were equivalent to no 
more than 16.8 per cent. of deposits, compared with 43.8 per cent. in August 
1939. Though investments have slightly more than maintained their position 
in relation to deposits, therefore, the two main earning assets taken together 
now account for no more than 43.9 per cent. of the banks’ resources, compared 
with the pre-war normal level of over 70 per cent. On the other hand, liquid 
assets for the first time make up well over half of the total, compared with 
around 30 per cent. before the war. Treasury deposit receipts alone now 
account for more than one-third of total assets. On the other hand, discounts 
have declined from 12.4 per cent. of deposits in August, 1939, to no more 
than 4.5 per cent. in November, thus falling behind call money for the first time. 


CHANGE IN BANKING RATIOS 


August November November November 
1939 1942 1943 1944 
{m % {m. % fm. % £m. 
Deposits ‘ 2,245 I00. 3,472 100.0 100. 4,398 


Cash .. , . 3 
Call Money .. ‘ 4 6. 135 3 : 4 205 
Bills 79 +=%&I2 241 6. 3 4.8 198 


Io 607 To.¢ mo. 60 
3 307 : 4 


Pre-war ‘ Liquid 
Assets ‘ a 743 I 742 19. 863 
r.D.R ws , - 804 3 1,186 30. 1,547 


Total ‘‘Liquid Assets 5 2 1,547 44. 1,928 49. 2,410 
Investments. . wn 59 Z 8,227 32. 1,167 30. 1,192 
Advances... } 763 ? 724 . 738 


Earning Assets’’ .. 1,553 70.5 1,880 54. 1,891 48. 1,930 
In spite of this abnormal liquidity, the over-all expansion in deposits has 
naturally brought a great increase in asset earnings. On the usual assump- 
tions that investments earn 2} per cent. and advances 4 per cent., the gross 
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return on the 1944 assets structure would be as much as {19,000,000 higher 
than in 1939, assuming no change in the average rate on outstanding advances. 
A decline of } per cent. in average earnings on advance would re done this by 
about £{1,200,000. This is naturally not to suggest that the increase in current 
earnings has been anything of this order. Deposit accounts have to be paid 
for, of course, and it is interesting to note that during the past year only two 
thirds of the additional deposits have taken the form of current accounts, 
compared with over go per cent. in 1940, as is shown by the table below: 
DEPOSIT AND CURRENT ACCOUNTS 
Current 


as % of as % of 


Current Deposit Total Total Increase 
£m. {m. £m. % % 
1939 ec oa a 1,252 996 2,248 55- — 
1940 ei aa es 1,487 1,018 2,506 59.: gI.I 
1941 ne aie sia 1,885 1,085 2,970 63.: 85.8 
1942 ais ua a ,148 1,128 3,275 65. 86.2 


1943 ne ia aie 455 1,222 3,077 66 76.4 
1944* ie is a 72% 1,368 4,089 66.5 64.6 


* Ten months only 


Allowance for deposit interest on £372 millions at 1 per cent. would absorb 
£3,720,000 of the additional asset earnings, leaving a net increase of only 
about £14,000,000, and further deductions of unknown amount are required 
for the wartime rise in all costs and the loss of ancillary earnings such as 
foreign exchange profits. Even so, it is clear that current profits must now 
be running substantially above pre-war levels. Although the banks were 
fortunate in their E.P.T. standards in that the base years included large 
profits on the realization of investments, there can be no doubt that earnings 
are now sufficiently above standard to offset the deficiencies of the earlier war 
years, so that some at least of the banks will this year become liable to E.P.T. 
for the first time. 

Given liability to E.P.T. there is little or no financial incentive to increase 
earnings by the sacrifice of liquidity. Thus the banks have little temptation 
to convert Treasury deposit receipts into the new Exchequer Bonds, for 
example, though it is understood that the authorities do not in any case wish 
to encourage such purchases. More generally, it is to be expected that 
investment holdings will show little further increase and that future additions 
to bank deposits will have their counterpart almost entirely in Treasury deposit 
receipts and cash. 

By the end of the war, therefore, the present abnormal liquidity of the 
assets structure is certain to become further accentuated. There can be 
no need for such liquidity to provide “@ a contraction in deposits. Even 
now, bank deposits do not stand much, if at all, above their conventional 
ratio to national income of about 50 ae set Any substantial funding of 
deposits after the war can, therefore, be ruled out of account, since this would 
conflict with the declared policy of keeping interest rates low throughout the 
reconstruction period. By means of direct controls over consumption and 
investment it will be possible to generate the current savings needed to finance 
investment and the ( foensiaani deficit, but it is most unlikely that the public 
would willingly exchange any great part of their cash holdings for long-term 
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securities. The chief advantage of the enhanced banking liquidity, therefore, 
will be to facilitate a rapid expansion in advances to industry for the finance 
of reconversion and reconstruction. In theory, there is now no reason why 
more than three-quarters of the banks’ total resources should not be invested 
in long-term form. The difficulty, as has already been pointed out, is that one 
cannot invest in long-term form, either in Government securities or com- 
mercial advances, without incurring certain risks, and the banks are at present 
in no position to undertake risk- ‘be saring at all. The continued expansion 
in deposits has further aggravated the disproportion between the banks 
total resources and their own capital and reserves. In 1914, published capital 
and reserves were equivalent to 9.4 per cent. of deposits totalling £751 millions. 
By August 1939 capital and reserves had been just about double d, to £138.7 
millions, but the ratio to deposits had fallen to 6.2 per cent. The expansionary 
trends of wartime have since almost doubled deposits again, so that the ratio 
of capital and reserves has now fallen to no more than 3.2 per cent. Even 
if one assumes, as may confidently be done, that hidden reserves are fully 
equal to pub slished capital and reserves, the proportion rises only to 6.4 per 
cent. of deposits, or about 15 per cent. of present investments and advances, 
the two assets subject to depreciation. The apparent proportion could be 
improved by the capitalization of reserves, but it is likely that the banks 
would be reluctant to weaken their great internal strength, and some expansion 
in actual capital resources is in any case advisable. It therefore seems reason- 
able to suppose that once the present restrictions on capital issues are removed 
the banks will once again be seen in the capital market 





Far Eastern Finances 
By Paul Bareau 


India 


rather stabler monetary conditions than at any time since the outbreak 

of the war. The main influence making for inflation, namely the ex- 
penditure of the Allied powers in India, has continued to operate unabated. 
Indeed, it is probable that it has been on a larger scale than previously owing 
to the great development of S.E.A.C. operations. The inflationary impact 
of that expenditure on the Indian currency position has, however, been 
mitigated. On November 6, 1944, the exchange assets of the Reserve Bank 
amounted to the equivalent of £830,000,000, showing an increase of about 
{200,000,000 on the figure twelve months earlier. During the preceding 
twelve months this item had grown by {£314,000,000, even though during 
this earlier period the growth in India’s sterling balances was being held 
back by some repatris ition of sterling debt. 

It k Hee be interposed here that an interesting change in the disposal of 
India’s foreign exchange income has occurred during the past year. Until 
March, 1944, India adhered unreservedly to the Empire dollar pool agreement, 
whereby all members of the Empire paid the whole of their net dollar income 
into a single pool, at the disposal of the U.K. Treasury, and accepted payment 


Father sta development in India during the past year has evolved under 
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in sterling—thus helping to create the mounting volume of abnormal sterling. 
Representations were then made by India as a result of which that country 
was allowed to retain 20 per cent. of her net income in exchanges other than 
sterling. The main income in question was that in U.S. dollars, which became 
greatly swollen as a result of the expenditure of American military and air 
force personnel in India. Part of the Reserve Bank’s exchange reserve must, 
therefore, be accumulating in the form of dollars, and it is no longer as accurate 
as it was previously to estimate the total of India’s sterling assets by converting 
into sterling the whole of the Reserve Bank’s “‘ balances abroad.” 

The fact remains that, despite the continued growth of India’s external 
assets and of the rupee note circulation, backed by these assets, the behaviour 
of prices has proved much more stable over the past year than in any com- 
parable period since September 1939. The explanation lies in the combination 
of three factors. The first is the undoubted improvement that has occurred 
in the supply of consumer goods and especially of food. It needed the famine 
in Bengal to get this improvement under way, but there is no question that 
once the decision to increase the imports of consumer goods was taken, it led 
to fairly rapid and impressive results. The second factor is the acceleration 
in the campaign of bullion sales in the open market, which also help to explain 
the slowing down in the accumulation of sterling balances. Gold has been sold 
through the Reserve Bank, both on British and American official account and 
the proceeds of these sales have served to cover the rupee expenditure of both 
these countries. During the past year, official sales of silver, also made 
through the Reserve Bank, have supplemented those of gold. The metal in 
question has been obtained in part from Iran, in part from the United States. 
The effect has been the same as that of sales of gold, namely the reabsorption 
of paper currency and the provision of a medium of hoarding other than 
foodstutis and other consumer goods. The effect of these sales has thus been 
twofold: to contract the note circulation and to put more goods into the 
market. The bullion sales of the authorities have, in recent months, acquired 
a very useful multiplier. Their volume has been such as, in conjunction with 
better war news, to cause a considerable decline in the prices both of gold 
ind silver. In both cases, the rupee quotations for these metals were well 
above world parities and the beginning of the slide in these prices, induced 
largely by ofiicial sales, inevitably led to the general belief that the movement 
would continue until approximate equilibrium of parities was restored. This 
immediately led to considerable private sales of the two metals and at times 
the Bombay market has had to absorb more metal from private sellers than 
that ofiered on official account. 

the third reason for the more stable level of rupee prices is to be found in 
the gradual improvement oi the mechanism of rationing and price control. 
Che required administrative machine is a formidable one and was particularly 
difficult to erect in India, where the supply of personnel with the needed 
qualities is not overabundant. It is slowly being welded together, and with 
the help of a larger supply of consumer goods the control of prices has been 
reasonably well established. The outcome of these various factors has been 
a virtual stabilization of the rupee price level for the past eighteen months. 
This still leaves both the cost of living figure and the index of wholesale prices 
nearly twice as high as in the United Kingdom—taking the 1939 figures as 
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the balanced starting point for each. Therefore, it leaves completely open 
the crucial questions of the rupee-sterling ratio and of the excessive increase 
in the sterling debt to India, due to purchases at an inflated rupee price level 
which has not been reflected in the exchange rate. The problem of the 
rupee rate will have to be faced soon after the war when international trade 
is no longer imprisoned by strategic considerations and begins to answer the 
pull of relative prices. Any downward pressure on the rupee due to the 
relative depreciation of its domestic value will, however, be to some extent 
offset by the greatly improved external capital position of India, though the 
strength of the latter will depend very largely upon the terms on which India’ s 
abnormal ste ling credits are funded. As for the adjustment of the nominal 
total of this debt to allow for the disparity between rupee and sterling price 
levels, that is a political rather than an economic problem, and it will, no 
doubt, be dealt with in the appropriate terms. 

The exchange banks in India have been faced by a concentric attack on 
their earning capacity, duc, on the one hand, to higher management expenses 
necessitated by the rising cost of living, and, on the other, to the contraction 
of bills receivable, one of the main earning assets. The last movement is a 
result of restriction of imports and of an increasing diversion of such trade as 
goes to and from India from private channels to those of the Government. 

The banks have succeeded in warding off these attacks, thanks largely 
to the larger volume of resources at their disposal, and have succeede d in 
maintaining their profits. The main development in the domestic banking 
situation has been the profusion in the emergence of new native banks. This 


development is one that must be welcomed as long as the new institutions are 
launched under sound auspices and maintain proper standards of commercial 
conduct. A bill was introduced in the Assembly last November designed to 
define the activities of banks, to provide for strict Government inspection of 
such institutions and to formulate the scope of action against improper conduct 
on the part of banks operating in India. 


China 


With the transition from India to China, the scene changes and changes 
very much for the worse. The finances of Free China are drifting steadily 
into increasing chaos. Political and military factors are partly responsibl 
for this trend. The Japanese advances have engulfed some of the richest 
provinces and essential communication lines of Free China. The “ show- 
down ”’ between the Generalissimo and General Stilwell may have done a great 
deal of good in causing the United States to shed its illusions about the standing 
of China as a great power, but internally it has been highly damaging to the 
Chungking Government. The transition of American public opinion from 
illusion to disillusion was rather too abrupt and too vocal for Chinese “ face.’ 
But beneath these military and political changes there remains the basic 
factor of currency disorder, which has become a great deal worse during the 
past year. It is difficult to measure this deterioration, because indices of cost 
of living and price levels are either no longer published or banned by the censor 
in fame king. There is, however, ample evidence that the inflation of the 
domestic dollar currency has proceeded apace during the year. In August 
of this year the cheque clearing in Chungking amounted to 49,000 million 
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dollars. In September the . had risen to 54,000 million dollars. The 
use of cheques in China is not greatly developed. The individual cheque 
drawn in August averaged about 500,000 dollars—sufficient indication of the 
loss of purchasing power of the currency. The printing machine is still the 
main fiscal instrument of the Government, but its efficiency is diminishing, 
as it invariably does when used to excess. In 1942 and 1943 the Chinese 
financial authorities thought they were holding the position well under control 
if they succeeded in keeping the rise in prices down to about ro per cent. per 
month. There have been indications that the te mpo of inflation has had to 
increase of late. Early in 1943 the cost of living figure in Chungking was 
about 60 times the pre-war level. The multiplier today is nearer 300. 

Above this turmoil of paper currency and price inflation the official exchange 
value of the Chinese dollar remains serenely undisturbed at 3d. That rate 
long ago ceased to have any relation with reality, though it still serves a small 
volume of two-way transactions which = ly cancel out and therefore 
neither benefit nor injure the country. The true market between the two 
Allied powers mainly concerned—the United States and Great Britain—and 
China has long ago ceased to be the official market. Last year there was an 
attempt to restore the reality of the official market by giving a 50 per cent. 
and then a 100 per cent. rate concession to a wide range of remittances to 
China. This in effect cut the official rate down to 14d. or 160 dollars to the £. 
But it-was soon found that even this rate ceased to have any relation to the 
relative purchasing power of the two currencies. In the case of the United 
States, the difficulty was solved by effecting remittances to personnel in 
in Chungking in the form of Federal Reserve dollar notes which found a very 
ready black market in Chungking at highly fluctuating rates, but at figures 
which made it possible to maintain personnel in Free China without unduly 
subsidizing the Chinese exchange control. In the case of Great Britain a 
slightly more round-about solution of the difficulty was found. Bank of 
England notes could not be exported but an “ official—unofficial”’ arrangement 
was reached whereby a certain periodic quota of Chinese dollars is made 
available to the British authorities against sterling at rates approximating 
to the free or black market rates in Chungking. The rate recently has been 
1,000 dollars to the pound and is made available for sanctioned requirements 
‘f diplomatic and military personnel, for the staffs of mercantile houses and 
banks in Free China and for charitable remittances such as those of the United 
Aid to China Fund. As far as can be ascertained, even this rate over-values 
the Chinese dollar four-to-five fold and a rough purchasing power parity at the 
present moment would be around 4,500 dollars to the £. But the concession 
has proved valuable for British people in Chungking and has been greatly 
welcomed. 

This development is an indication of the increasing dismemberment of the 
Chinese exchange control system. That system, it should be stressed, only 
functioned as long as it was operated by the International Committee. There 
is no mechanism of personnel of administration in China to handle the task 
of exchange control. It only worked as long as London and New York were 
prepared to give the Committee their co-operation in canalizing and controlling 
remittances between these two centres and China. Now that the so-called 
control is entirely domestic it has virtually ceased to function. The black 
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markets in exchange flourish so openly that they no longer deserve that name. 
In fact, as has already been shown, the uncontrolled free market has now 
become a vasis for the greater part of official business. 

The Chinese authorities have made some attempts to hold the position 
by the now classic device of gold sales. It was rece thy announced in Chung- 
king that more than 10,000 million dollars has been reabsorbed through gold 
sales during the three months to the end of November. In October alone 
more than 4,000 million dollars had been sold. The figures lose some of their 


impressiveness if they are reduced to sterling at the free market rates of 
exchange. No more than about {2,500,000 of gold would have been required 
at the current rate to retire the redundant currency beret in the three 
months in question. A factor in the Chinese financial position of which 


sight should not be lost was the recent itaemin a Dr. H. H. Kung by 
O. K. Yui as Finance Minister. This is more than a change of finance minister. 
It may be the end of a financial dynasty—though the prospects of its re 
instatement should not be minimized, especially if the situation in China 
— s to deteriorate at the present rate. 

In this atmosphere, the task of the various international banks represented 
in Free China has been beset by considerable difficulties—the most immediaté 
being the maintenance of personnel in reasonable comfort at anything less 
than ruinous cost. Their main business has been the handling of remittances 
to China. The trickle of exports from China to the outside world over the 
air route to India has been almost wholly on Government account and has 
hardly called for any intervention on the part of the banks. The much larger 
volume of trade between Free and Japanese-occupied China has flourished 

s never before during the war, but it is obviously not a sphere within which 
American and British banks can operate, given their subjection to the Trading 
with the Enemy regulations. 

Che role of the Chungking offices of these banks is still, in the main, that 
of “keeping the flag flying’’ for the time when trade with the maritim: 
provinces is again opened up. In viewing the prospect for this resumptior 
of normal trade, the banks have been driven by recent events to regard with 
increasing apprehension the decisions of the Allied powers to abandon their 
extra-territorial rights in China. The decision may have been politically 
unavoidable and, indeed, desirable ; but it is certain to increase the obstacles 
that the banks will have to surmount in aiding the economic reconstruction 
in China. The main offsetting factor to the apprehension with which th 


future must be envisaged is one in which history has taught us to place implicit 
trust: the miraculous power of resilience and recovery of the individual 
Chinese. There is little capital equipment to be wrecked in China. The 
rich earth and the primitive instruments used to cultivate it will be there afte: 
the tide of Japanese invasion has flowed back and even if civil strife is to take 
the place of the present hostilities. The fields will be tilled and trade will 

in move to the great ports and, through them, to the tside world. Ii 
American capital is prepared to flow into China on a really Mg term basi 


o thought of large immediate returns, that inherent econom 
strength of the individual Chinese may be geared to a new force of industrializa- 
j | might prove of the greatest significance for the 
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South African Banking 


NCREASED liquidity is a feature of wartime banking experience which 

has been common to most belligerent countries, but has seldom been so 

conspicuous as in South Africa. In the case of South Africa it has been 
primarily due to the country’s external position. Unlike some other 
Dominions, which have parted with some of their current output either as a 
gift or under reverse Lend-Lease, South Africa has not been in a position 
to insulate her internal credit structure from the effects of a mounting export 
surplus, as will be seen from the tables below : 


SOUTH AFRICAN COMMERCIAL BANKS 





June 30, Change on Change on 
1044 Quartet Year 
{S.A. millions) 
Deposits ‘ , 245-7 13.5 + 29.2 
Advances , 41.6 0.8 - 5.9 
mecurities ‘ ‘ ‘ 63.6 0.4 — 1.0 
Balances with Reserve Account 136.7 + 12.1 27.5 
SOUTH AFRICAN RESERVE BANK 

Oct. 6 

1944 
Note Circulation : 55.1 2.3 a 
Gold .. . ; 96.1 t 4.4 4 
Liabilities and Assets i Q2.4 ae 4.2 


This export surplus results simply from the fact that the United Nations 
have continued to purchase the Union’s current output of gold, but have 
been unable to supply her in return with more than a fraction of her normal 
import requirements. The figures of the Reserve Bank of South Africa 
reflect this situation in increasing holdings of gold and sterling assets, while 
the commercial banks have continued to experience a sharp rise in deposits, 
which they have been unable to employ remuneratively in face of the shortage 
of investment outlets and the abundance of purchasing power still in the 
hands of the public. 

Wartime conditions have not altered the fact that South Africa’s economy 
is dependent on the gold-mining industry, and the tax contribution made 
by the Rand has played a very large part in the finance of the Union’s war 
effort—which has been substantial for a country of this size. At the same time, 
the effect of the tax burden in diminishing the profitability of the gold-mining 
industry has been causing considerable anxiety for the future. Taxation, 
of course, is not the only factor responsible. Shortage of labour and equipment 
have also played an important part and, although many of these circumstances 
will be changed after the war, the fact that part of the increase in costs is 
likely to be permanent will make it all the more necessary to reduce the 
present level of taxation. At all events, the position of gold is assured under 
the Bretton Woods monetary plan, if it is adopted, and there is little prospect 
that South Africa’s dependence on a single industry will disappear for many 
years to come. 

At the same time, the war has brought some modifications in the industrial 


structure of the Union which are likely to prove permanent. Munition re- 
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quirements, together with the import shortage, have stimulated the develop- 
ment of local manufacturing industries. And while some of these would be 
unable to compete, under normal oe with American and British 
producers, their disappearance after the war cannot be taken for granted. 
There is a considerable body of opinion w hicl h Aissaeoom industrial diversification 
in South Africa. 

The other effect of import shortages has been to stimulate the search for 
alternative sources of supply. South America, for instance, has been filling 
many of the needs which British and U.S. manufacturers are at present 
unable to satisfy. Recently, however, there has been some increase in the 
volume of merchandise received from the latter, and although normal supplies 
ire not expected to come forward for some time after the war, owing to relief 
requirements, it is not thought that there will be any great difficulty in re- 
covering South African markets for quality manufactures. 

It seems likely, however, that there may be a permanent loss of markets 
for some of the goods which South Africa has found herself able to manufacture 
at home. The Minister of Economic Development has recently promised 
protection for manufacturing industries after the war. The Government 
intend to encourage the growth of secondary industries, provided that they 
can within a reasonable time supply goods at least equal in standard and 
quality to those obtainable from overseas. 


Australian Finance 


From an Australian Correspondent. 


the fore recently, though it is not generally expected that nationalization 

will be attempted in the near future. Considerable concern was, never- 
theless, caused by a statement by the Ministry of Information that nationaliza- 
tion of the banks would follow the nationalization of the domestic air lines. 
The Government has in train a reorganization of the Commonwealth Bank 
and legislation to this end is expected early in the New Year. The Common- 
wealth Bank was founded in 1911 by a Labour Government as a trading 
bank to compete with the privately-owned commercial banks. It carried 
on along these lines without any striking measure of public support until in 
1924, it was converted into a central bank by a Nationalist Government. 
Che trading functions were still retained but have become practically dormant. 
This has always been a disappointment to the Labour Party and it seems 
likely that the new legislation will aim at making the Commonwealth Bank 
a more aggressive competitor for commercial business. 

The bank was originally administered by a single Governor, but, with the 
change in the Bank’s status in 1924, a Board of Directors was appointed 
consisting of the Governor and the Secretary of the Treasury as ex officio 
members, and six others representative of agriculture, commerce, finance 
or industry. Some of the existing members have been appointed by Labour 
Governments, others by the Nationalist Opposition when in power. The term 
of appointment of Sir Clive McPherson recently expired. He has not been 


eB Australia, the question of bank nationalization has come very much to 
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re-appointed. The general inference is that the Government intends to abolish 
the Board, reverting to a single Governor and more direct control by the 
Government through the Federal Treasury. Apart from the practical difficulties 
of carrying through a nationalization in wartime, neither Mr. Curtin, the 
Prime Minister, nor Mr. Chifley, the Treasurer, are credited with any enthusiasm 
for immediate steps in this direction. 

Estimates of revenue and expenditure for 1944-45, compared with actual 
figures for 1943-44 and 1942-43 are as follows : 


1944-45 1943-44 1942-43 
Estimate Actual Actual 
{A.m. £A.m. £A.m. 
Expenditure 
War—Australia rc és me se ote 452 488 483 
Oversea a ey os oe oe 53 56 
Civil .. i a ni ar aa os 148 142 


Total Expenditure a és io wi ra 053 686 


Revenue 

Income Tax - a ‘4 oe =a es 167 152 
Other Taxes mY a — aul oe - 119 119 
Other Revenue .. a sr -s aia ae 39 38 


Total Revenue és os aie os a 325 309 


Difference provided by loans and Treasury bills .. 328 377 402 


The decrease of £A.39 million in war expenditure is due mainly to reductions 
in expenditure on new capital works and some diversion of manpower from 
the fighting forces to the production of essential supplies. The increase 
£{A.16 millions in revenue is due to the increase in income tax collections, 
particularly arrears of taxation. Contributing factors are adjustments 
involved in the transition to “‘ pay as you earn ”’ taxation. 

There are no changes in tax rates, but some concessions have been made 
to taxpayers in respect of medical and dental expenses. Taxpayers who 
have been unable to carry out maintenance work on property and plant can 
lodge with the Government a non-interest bearing deposit equal to the estimated 
cost of deferred maintenance up to June 1945. This will be allowed as a 
deduction in assessing taxable income. The taxpayer will be entitled to 
obtain re payment of the de posits either in one sum or in instalments at any 
time after six months from the date of the deposit, but not later than two 
years after the termination of the war. When the deposits are repaid they 
will be regarded as taxable income, but the actual expenditure for repairs 
and maintenance will be allowed as a deduction. Manufacturers who have 
made alterations to plant and equipment in order to produce war materials 
will be allowed the cost of reconversion to peace production as a deduction, 
provided it does not increase the capital value of the asset. The cost of 
demolition of air-raid shelters and similar structures will be allowed «as a 
deduction. 

Early in 1943 the Treasurer announced the creation of a National Welfare 
Fund of £A.30 millions to finance new social benefits, increases in maternity 
allowances, dependents’ allowances, funeral benefits and war pensions. The 
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contribution to this Fund for the current year is estimated to reach the 
maximum of {A.30 millions. Expenditure on social services is estimated at 
approximately £A.12 millions, compared with {A.2.4 millions last year. 
Unemployment and sickness benefits and pharmaceutical benefits are expected 
to operate from January 1945. 


Although it is impossible to anticipate accurately the effect of changes 
due to the distribution of troops, provision has been made in the Budget for 
the expenditure of {A.110 millions on Reciprocal Aid to the United States 
in 1944-45. Reciprocal Aid amounted to f{A.110 millions in 1943-44 and 

\.59 millions in 1942-43. Estimates compiled by the United States Govern- 
ment indicate that up to December 31, 1943, the total value of Lend-Lease 
aid to Australia was approximately $741 millions (£A.230 millions). Although 

» Mutual Aid Agreement with Canada was not signed until March 9, 1944, 
aid was received from Canada prior to that date. The Canadian Mutual 
Aid Board estimates the value of aid given to Australia up to March 31, 1944, 
at $28 millions (£A.8 millions.). Exports from Australia to Canada remain 
on a commercial basis, the whole of the dollar proceeds being required for the 
purchase of other essential supplies. 


Australia’s external financial position was substantially improved in 

43-44. Expenditure by the United Kingdom and other Governments 
for war supplies and services further assisted the London funds position. 
Overseas earnings considerably exceeded payments and after meeting overseas 
war expenditure of £A.56 millions it was also possible to repay a temporary 
loan of {stg.12 millions which had been raised in London in 1940-41 for war 
purposes. 


Early last year a Stabilization Order was issued to check the steady rise 
in prices and to counter the inflationary tendencies consequent upon the 
general increase in spending power. All prices were pegged at the then 
prevailing levels, and the Order provided that, in the first instance, any 
increase in costs should be borne by the seller and, if the circumstances 
warranted, by Government subsidy. Expenditure on this price stabilization 
plan is estimated at {A.12 millions this year, compared with £A.7 millions 


last year. 


In their report for the year ending June 30, 1944, the Directors of the 
Commonwealth Bank point out that Treasury bills discounted by the Bank 
for the Government for war purposes at June 30, 1944, had reached the total 
of £A.343 millions. Although this figure is not disproportionate to that of 
other countries engaged in the war, it represents the amount by which Govern- 
ment expenditure exceeds the funds obtained from revenue and public borrow- 
ing. Continued reliance on this form of finance adds to the excess spending 
power already in the hands of the public, and therefore increases the problem 
of its control after the war. This is not the first time that the Board has 
urged more stringent methods in financing war deficits. 


The aggregate public debt of the Commonwealth and States at June 30, 
1944, amounted to £A.2,347 millions, of which £A.1,476 millions is Common- 
wealth and £A.891 millions State debt. 
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There has been no material change in the trend of the figures published 


by the trading banks : 
NINE TRADING BANKS 
LIABILITIES AND ASSETS WITHIN AUSTRALIA 
(£A million) 

Special 

Wartime 

Govern- Deposits 
ment with 

Common- Advances, 


Average Deposits 
of ——-—-—_—_ 


Weekly 
Figures 


1939 
1942 
1943 


Aug. 1944 


Bearing 
Interest 
199.9 
194.1 
201.2 
421.2 


Not and 


Bearing 
Interest 


121.6 
201.4 
260.9 
313.8 


395-: 
462. 
535- 


Treasury 


Bills 
2% .2 
469.9 
63.8 
57-4 


Municipal 
Securities 


wealth Discounts, 
Bank etc. 
-- 290.7 
39-3 262.1 
102.9 240.4 
182.8 214.0 


Special wartime deposits continue to increase. These represent the 
surplus investible funds of the banks—i.e. the increase in their assets since 
August 1939 which, under wartime regulations, must be represented by 
assets with the Commonwealth Bank. This was designed to prevent their 
use in purposes which might compete with wartime industry—and also to 
regulate bank profits, which are not allowed to exceed the average for the 
three pre-war years. These deposits bear interest at 15s. per cent. per annum 
and, with the continued fall in advances, the limitation upon investment in 
Government loans and increased expenses, the banks have little chance of 
exceeding their peacetime profits: indeed, the moderate increase in their 
holdings of Government securities which, under the Regulations, requires 
the sanction of the Commonwealth Bank, indicates a slight relaxation in the 
control, presumably to adjust an agreed level of profits. 


COMMONWEALTH BANK OF AUSTRALIA 
Note Issue Department and General Banking Department 
(£A million) 
Govern- 
Sterling ment 
Reserve and 


Deposits 
including 


Average other Banks’ 


of 
Weekly 
Figures 


1939 
1942 
1043 
Sept. 18, 
1944 


Notes in Circulation held by: 
EEE 


a 
Public 


(a) 


Banks 


14.0 
15-3 
15.9 


(a) 


Total 


49. 
102. 


141 


197. 


4 


Oo 


“5 


> 


Balances 


with 


Common- 


wealth 
Bank* 
87.4 
174.8 
270.1 


402.1 


and 
Money 
at Short 
Call in 
London 
33-3 
62.8 
82.8 i 


180.3 


Other Discounts 
Securities and 
(including Advances 
Treasury 

Bills) 

99.2 

199.8 

325.1 


402.4 23.2 


* From December 1941, including Banks’ Special Wartime Deposits with Commonwealth 
Bank in terms of National Security (Wartime Banking Control) Regulations. 
(a) Not available. 


As indicated above, the improvement in London funds is mainly due to 
expenditure by the U.K. and other Governments for war supplies and services. 
The increase in notes in the hands of the public is attributable as elsewhere 


to increased internal activity. 


doubtless contribute to the 


Hoarding, black market and tax evasion 
Further, large amounts have been 
held by the Allied military authorities and individual military personnel. 
Australian currency is used exclusively in Australia and the Australian 


increase. 
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territories for payment of members of the Allied forces and for general purposes 
in the Commonwealth. As the need for military operations in Australian 
territories diminishes, there will be a natural contraction in the volume of 
the note circulation. 

The following loans reach their optional maturity in London in 1945, and, 

in view of the rate of interest, a conversion operation is inevitable : 

5% 1945 75 Commonwealth 1.7.45 a wa ‘id £68,000,000 

5% 1945-75 South Australia & iia wk ve 7,000,000 

5% 1945- 7 Victoria e ani y a I 2,000,000 

1945-75 West Australia 1.8.45 a “ a 6,000,000 


‘ 1945-75 Tasmania 1.8.45 id a3 oe 1,000,000 
%. 1945-05 New South Wales 1.12.45 .. ae oe 14,000,000 


£108,000,000 


Conversion should considerably reduce Australia’s interest burden. At 
the present time the market is not particularly favourable to Australian 
issues. This is due to a certain extent to the talk of nationalization and also 
to reports of drought conditions, which obtain in many parts of the.continent 
and may affect expert income at a later stage. 


Lati ica’ ti 
atin-America’s Active Year 

TATISTICS of Latin-America’s oversea trade for the complete year 1944 

are not yet available, but those to hand covering the greater part of the 

past year show that, because of continued purchase s by the United Nations 
of strategic materials, foodstuffs, etc., the export trade has continued active. 
Imports have naturally still been restricted because of wartime priorities 
in the United States and the United Kingdom, so that the balances of trade 
continued to be highly favourable. In Argentina, for instance, the market 
value of imports over the first nine months of 1944 was 3 per cent. above 
that for the like period of 1943, whereas exports rose by 15 per cent., and the 
active trade balance was at the high level of 1,013 million pesos (say {60,000,000 
sterling). This position was achieved because of huge purchases by the 
United Kingdom and the United States of agricultural products, those two 
countries together taking about 60 per cent. of total exports by value. Despite 
political obscurity, therefore, Argentina’s economy is largely dependent upon 
the goodwill of the United Nations, whilst the country as a whole favours the 
Allied cause. These two factors may in part at least be responsible for the 
improved goodwill shown towards British interests, as evidenced by the 
recent concessions to the British-owned railways in respect of tariffs and 
exchange remittance rates. At the same time, the long-term profit-earning 
capacity of capital in Argentina might be affected by any continuation of 
the present Government policy of increase in taxation in the higher income 
categories in order to assist the poorer elements in the country. Brazil has 
now become the chief supplier of Argentina’s imports, followed by the United 
States and the United Kingdom. 

Argentina’s economic prosperity has resulted in a further great increase 
in holdings of gold and foreign exchange, mainly dollars and sterling. Holdings 
of the latter were stated in July to amount to over {60,000,000, while more 
recently the Minister of Finance gave the amount of gold in the U.S.A. ear- 
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marked for account of the Argentine Central Bank as 1,718 million pesos 
(about £100,000,000). The increase in purchasing power, unaccompanied by 
a corresponding increase in the quantity of goods available, accentuated the 
inflationary trend. Among the signs of prosperity are the very low level 
of liabilities iu commercial failures, large profits of Argentine manufacturers, 
further repatriation by the Argentine Government of its sterling debt held 
in the United Kingdom, great building activity in the City of Buenos Aires 
and—until recently—the strength of the Buenos Aires Stock Exchange. 
Adverse factors, on the other hand, include the accentuation of the rt 
shortage, lack of urgently-needed machinery and vehicles, and continued 
shortage of shipping, although the latter is not so serious as it was a year ago. 
In addition, the greater part of the grain-growing belt suffered a severe drought 
during the late winter and early spring. 

It is, therefore, evident that Argentina disposes of ample means of paying 
for much-needed purchase s after the war. There is an enormous accumulated 
deficit of imported goods, especially in lines in which Argentine industry cannot 
replace the foreign manufacturer. Imports most urgently needed include 
motor cars, motor lorries, agricultural machinery, locomotives, rolling stock, 
tramcars, oil-drilling machinery as well as spare parts and rubber tyres. In 
other lines, such as coal and textiles, where imports have been severely reduced 
owing to the war, the deficit, of course, does not ac-umulate over a period of 
years as in the case of machinery and vehicles. Coal is now mainly obtained 
from South Africa, the U.S.A., Peru, Brazil and Chile. No coal or coke has 
entered Argentina from the United Kingdom since April last, whereas in 
normal times coal is in terms of value the second most important British item 
of export to Argentina, being exceeded only by textiles. In 1938 it repre- 
sented almost one-quarter of all Argentine imports from the United Kingdom. 

The Argentine authorities have indicated their intention of giving very 
substantial protection to Argentine industries, and a comprehensive Decree 
for this purpose was published last June. The main purpose of the measure 
is to ensure that Argentina shall possess industries considered essential for 
national defence and also to prevent the ruin of young industries which have 
sprung up during the war. This protectionist policy is not, however, expected 
to affect to any important extent Argeutina’s demand in the immediate future 
for those industrial goods which she cannot yet produce herself, although in 
the long run it is likely to reduce imports. In the immediate post-war period, 
however, prospects tor British exports to the Argentine market are decidedly 
encouraging. 

The neighbouring republic of Uruguay Will doubtless emerge from the 
war as a wealthier nation than before, her staple exports of wool and meat 
having been in good demand at profitable prices, so that general prospects 
are favourable. The active trade balance for the first eight months of 1944 
was U.S.$12,809,000, and the monetary plethora has been combated by 
control measures, including that over the entry of foreign funds. Facing 
Budget deficits on realistic lines, the Government has increased taxation. 
Importe d articles are urgently needed, particularly to replace obsolete industrial 
machinery, and the high esteem in which British goods and trading methods 
are held bodes well for post-war trading. Exc h: unge and importation are 
both controlled in Paraguay, and there is a shortage of many imports of 
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prime necessity. Farming has been affected by drought, but the country 
shows a favourable trade balance and has built up a large reserve against 
the monetary circulation. 

Chile’s trade figures for the first eight months of 1944 show that both 
exports and imports were higher than in the like period of 1943, and the 
apparent—though not fully effective—balance of trade was 201,000,c00 pesos 
(of 6d. gold). The rhythm of inflation has shown a declining tendency during 
the past twelve months, although property values have not diminished in 
the interim. The authorities are fully alive to the necessity for action, but 
the difficulty would appear to be that of arriving at a comprehensive and co- 
ordinated plan. Budget estimates for 1945 as submitted to Congress are 
balanced, at a record figure of over 4,coo million pesos. Despite the obscure 
post-war economic outlook for Chile, bearing in mind the doubtful prospects 
of the nitrate and copper industries, business conditions continue stable. 
The general post-war situation in Chile will depend mainly upon international 
agreements affecting nitrate and copper, and accumulated stocks of the latter 
in the United States, as well as the productive capacity and costs of the 
synthetic nitrate plants in that country, are causing some anxiety with regard 
to the future. In order to counteract this fear, industrialization is being 
accelerated, although it is being increasingly realized that a return to an 
economy chiefly dependent upon agricultural resources is the more desirable, 
and plans are being studied for the development of agriculture, forestry, 
fishing, etc., along more extensive and scientific lines. pee a comprehensive 
programme of public works, to be financed by internal and external loans 
and extending over a period of six years, has been drawn up as a measure to 
combat unemployment in the event of post-war depression. 

General economic conditions in Peru have continued favourable. Oversea 
trade has been buoyant and more evenly balanced than in most Latin-American 
countries, so that inflationary tendencies are less obvious, and the country 
has escaped exchange control. The favourable balance of trade for the first 
seven months of 1944 was 51,000,000 soles, and the question of post-war 
exchange stabilization should not offer undue difficulties. Government finances 
have remained satisfactory, sales of cotton and sugar have been good, whilst 
the official public works programme has been pushed forward, particularly i in 
leveloping transport, hydro-electric and mineral resources. Public works 
ire also proceeding apace in Mexico, and that country and Bolivia have con- 
tinued to supply the U.S.A. with strategic metals, etc. 

30th the volume and value of Brazil’s imports and exports have been 
higher during 1944, and the first seven months recorded a favourable trade 
balance of 1,522 million cruzeiros (say £19,00c,000 sterling). There has been 
sustained demand for Brazil’s cofiee, cocoa and strategic materials from the 
United States, whilst the further relaxation of export control in the U.S.A. 
and improvement in the shipping situation resulted in a much larger volume 
of North American goods becoming availeble in Brazilian import markets. 
It is anticipated that any post-war decline in shipments of agricultural 
products, etc., to the U.S.A. will be largely offset by increased demand from 
Europe, whilst the long-term outlook for imports is encouraging in view of 
the accumulated demand for imports of equipment for transport services 
and national industries as well as of durable consumer goods. Due to the 
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shortage of fuel and the reduction of electricity supplies caused by the prolonged 
drought, the acute transport problem has lately become even more serious, 
and this has led to control of prices and distribution of foodstuffs, etc. In 
view of Brazil’s large favourable trade balance, it was not surprising that 
the value of the cruzeiro in terms of dollars and sterling appreciated slightly 
during August last. The substantial accumulation of gold and foreign 
currency holdings has greatly strengthened the country’s monetary position, 
whilst a large part of these reserves will be required to pay for delayed imports 
of machinery and equipment, etc., as soon as they become availab le. At 
the same time, the very considerable expansion in the circulating’ medium 
has been accompanie -d by a substantial increase in bank deposits and loans 
ar _ various measures have been taken to meet the rising cost of living. The 

overnment has continued its efforts to keep down public expe nditure. War 

xpenditure is being met out of proceeds of war bond issues, collections of 
which, as well as of income tax and other ordinary revenue, have shown re- 
inarkable buoyancy. 

Difficult conditions in the Brazilian coffee industry resulting from small 
crops and increasing production costs have been aggravated by the worst 
drought for many years. Both the coffee market and “pl inters are, therefore, 

xperiencing a difficult period, and the Government is being urged to take 
steps to relieve the position, particularly as Brazilian coffee prices are higher 
than the ceiling prices in the U.S.A. Whereas dry weather is prejudicial to 
coffee, it benefits cotton, and the present crop of the latter is expected to be 
so good as to place it first in vé ilue among Brazil’s farming products. More- 
over, cotton provides the raw material for the principal national industry 
of cotton textiles. Other manufacturing industries are forging ahead and 
it is officially computed that the current volume of industrial production is 
some 60 per cent. over the pre-war level. Brazil proposes to guard against 
post-war industrial competition by special measures for protecting national in- 
dustries and by setting up heavy electrical and machinery industries, in addition 
to the existing national steel and motor factories. There is, of course, always 
the danger that there may be a tendency to impose heavy customs tariffs to 
protect the output of these industries, particularly as they are largely financed 
by Brazilian Government funds. Continued North American demand for 
coffee and other tropical products has benefited Colombia and the other 
Central American countries, which are generally prosperous. 

Foreign currency and gold holdings abroad of the Latin-American countries 
are now believed to be in excess of $3,000 million (U.S.), of which some 
80 per cent. is held in the United States. Obviously, therefore, Latin-America 
should be in a comparatively favourable position to meet post-war changes 
in the international economic make-up, provided due care is exercised in 
monetary control. The utilization of these foreign balances to pay for imports 
from the dollar and sterling areas will not only help to fill Latin-America’s 
crying need for imports; it would automatically reverse the inflationary 
tendency of the past few years, which, in any case, has not been due to war 
wastage as in Europe, but mainly to the favourable export position. And 
it may be recalled that, in most Latin-American countries, the general credit 
situation is under the control of a Central bank and that the soundness of 
the banking situation is assisted by a superintendency of banks. 
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War Finance in the United States 


and Canada 
By F. E. Daniels 


American Editor of the “ Financial News 

HE U.S. banking year closed with a further spectacular War Loan 

Drive, with subscriptions totalling $19,000 millions by comparison with 

the so-called “ goal ’’ of $14,000 millions. The terms offered were almost 
precisely the same as those given for the previous operation, the only note- 
worthy adjustment being a reduction in the target figure from $16,000 millions. 
Altogether, six War Loan Drives have now been completed—with an aggregate 
goal of $84,000 millions—-the gross yield therefrom being as much as $107,000 
millions. 

Strictly speaking, the commercial banks have been excluded from the 
last four War Loan operations, although their subscriptions immediately 
following the drives have totalled nearly $8,000 millions, in addition to more 
than $10,000 millions authorized in the first two drives. The authorities 
have thus broadly succeeded in their expressed desire to maintain these sales 
outside the banking system. The commercial banks, nevertheless, have been 
called upon to absorb a fairly consistent percentage of the continuing increase 
in the Federal debt. The latest details issued by the Federal Reserve Board 


show that the commercial banks and the Reserve banks together held (on 
September 30 last) about 41 per cent. of Federal debt, by comparison with 
about 42 per cent. at the close of 1943, and some 38 per cent. at the close 
of 1940. For the past two years or more, this percentage has shown very 
little variation, the exclusion of the banks from War Loan drives being offset 
by the absorption of the bonds offered into other hands. 


The change in the assets structure of member banks of the Federal Reserve 
system since the inception of the defence programme in mid-1940 is summarized 
in the following table : 

\t June 30 1940 1944 


Millions of $) 


Deposits oe ‘ doe 51,729 101,276 


Demand 30,111 73,499 
lime 1.928 16,854 


Loans and Investments 


U.S. Government Securities , ‘ 14,722 60, 339 


curities, total ; : , 20,842 65,503 


Loans ; , 13,909 18,034 

Throughout this time, the authorities have fully succeeded in the policy 
declared immediately after the U.S. declaration of war. The F.R.B. Governors 
then declared their intention of supplying reserves on whatever scale was 
necessary to cushion the impact of Federal borrowing on the banking system 
and to ‘‘ maintain conditions in the security market satisfactory from the 
standpoint of the Government’s requirements,”’ 

For more than two years now, the pattern of interest rates—ranging 
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from scarcely more than 0.50 per cent. on the shortest dates issued (other 
than bills), to below 2} per cent. on the twenty-year maturities—has shown 
scarcely perceptible variations. And as the transition phase has approached, 
the authorities have reiterated their intention of preserving the existing 
structure, subject, of course, to a national willingness to accept the necessary 
controls through the immediate post-war period. 

To support this structure, the Reserve system has been obliged to supply 
member bank reserves through open market operations on an entirely un- 
precedented scale, as the following table shows : 


MEMBER BANK RESERVES 
To end-June 1940 1944 Change 
— by: $m $ m. $m 
Gold sia 19,5600 21,214 + 1,654 
Treasury Securities in Re serve Banks 2,475 14,920 + 12,445 
Treasury Currency .. ae sas 3,010 4,104 + 1,094 
Other Credits oie , ne 67 575 508 
Total. . ‘i ai Ss ae 25,112 40,813 
Less: 
Money in circulation .. ; 52 
Treasury Cash ae - ns 8¢ 
Non-member Deposits a - 285 





11,517 


Member bank reserves : vise us 13,595 
Required as oe ae sm 6,900 
Excess — sb an oe 6,695 

It will be noted that gold stocks, from which the member banks drew 
a constant supply of reserves for many years, are now actually higher than 
in mid-1940. But the peak was touched in 1941 (nearly $23,000 millions) 
and from that time the trend has been steadily downwards. Over recent 
months, the Reserve Board policy has been to main the “ excess ’’ margin 
at a practical minimum of something above $1,000 millions. 

The striking increase in money in circulation has been the main factor in 
exhausting the formerly vast volume of excess reserves. Part of the increase, 
of course, reflects the much higher level of wage and income payments, but 
the pace of the advance cle arly reflects also many abnormal factors such as : 
hoarding of U.S. currency abroad prior to the outbreak of war in 1941 ; 
service demands ; movements of workers, etc., away from normal homes 
black market activities, and tax evasion processes. 

Money in circulation, moreover, continues to increase, and at an accelerating 
pace. On November 1, the total was $24,409 millions, and the reserve ratio 
of the Federal Reserve banks is now down to 50 per cent., by comparison with 
around go per cent. in 1940 and 1941. 

War Loan operations give some temporary relief to member bank reserves, 
since they convert a substantial amount of private deposits into Government 
deposits, against which reserves need not be held. But the so-called ‘‘ problem 
of the reserve ratio ’’ has aroused very considerable comment for many months, 
more especially as it has become apparent that the scale of war expenditure 
must continue on the present basis for some time to come. 

In fact, of course, the Federal Reserve system still has many ways of 
relieving the position. Member bank reserve requirements were raised above 
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the statutory minima after the outbreak of war in Europe, and these can be 
reduced. The Treasury holds some $1,950 millions of gold in its general and 
exchange stabilization funds. It could also legalize the issue of silver certificates 
at the full cost of $1.29 an ounce (issues now take place against the cost price 
of 50c. per ounce). It could even issue the $3,000 millions of currency 
authorized by the now-famous Thomas amendment. And the present reserve 
ratios compare with a legal minimum of 40 per cent. against actual Federal 
Reserve note issues, and of 35 per cent. against deposits. The current strain 
on reserves may well continue for some time, but there can be no doubt that 
this position will be rectified whenever necessity warrants. 

Reconversion and post-war fears expressed in recent months have also 
embraced such factors as the possibility of the enforced liquidation of Savings 
Bonds, the prospects of industrial slump through the reconversion period, 
plus the reaction of any substantial gold outflow from the U.S. 

The growth of short-dated maturities under the pattern of U.S. war 
financing is remarkably illustrated by the growth of Savings Bond issues 
redeemable at holders’ option. In mid-1941, the Savings Bond total was 
$4,314 millions only, with a total interest-bearing direct debt of $48,387 
millions. In June last, the respective figures were $36,883 millions, and 
$208,289 millions. Population shifts, temporary unemployment, etc., will, 
no doubt, enforce quite substantial encashment of these issues, but the process 
is hardly likely to bring anything more than a modest adjustment of short- 
term rates. 

This argument applies also to those who fear that a considerable deflation 
of bank deposits must accrue as the war in Europe comes to a close. During 
this reconversion process, of course, the Federal Government will unquestion- 
ably be continuing “ deficit finance.”’ Over this period, more especially 
with the return of any substantial volume of notes from circulation, the 
banking structure is far more likely to show further expansion, though these 
factors do not rule out local disturbances which may follow from the re- 
distribution of funds and income to other than the now strategic war pro- 
duction centres. 

The possibility of any very substantial gold outflow from the U.S. in the 
post-war years must remain beyond the scope of present calculations. The 
F.R.B. authorities are believed to have envisaged a quite appreciable with- 
drawal in a recent appraisal of the situation, though most comment in recent 
months seems to have held that the strong prob ibility of a continuing world 
shortage of dollar resources would prevent more than a modest return to 
other centres. 

In any event, the Treasury and the F.R.B. authorities together have the 
necessary degree of control and certainly the necessary technical skill to 
surmount such post-war problems. The only reason for failing to support 
the present money market structure would be political considerations pre- 
venting the exercise of the necessary regulations during the relatively brief 
period when their removal would almost certainly excite a violent inflationary 
movement. There is every reason to believe that such a movement can, 
and will, be avoided. 

Banking expansion has continued at a marked pace in Canada, where 
industrial production has soared to new peaks, assisted by what Mr. S. H. 
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Logan, president of the Canadian Bank of Commerce, declares to be the best 
all-round agricultural conditions ever experienced with the highest farm- 
purchasing power for the last fifteen years. According to official figures 
released earlier this year, gross national product (on a per capita basis) had 
risen by the close of 1943 to $880, by comparison with $500 in the last pre- 
war year, while exports (per capita) were up from $80 to $261. These remark- 
able indicators of Canada’s war effort—the index of manufacturing production 
rose from 105—(1939 = 100) to close on 300 at the end of last year, have been 
regarded with an admiration not unmixed with a little anxiety in recent 
months. It is held, for example, that reconversion problems will be decidedly 
troublesome, and some fears are expressed that the post-war era may not find 
the world as a whole ready to absorb the volume of export goods which the 
Dominion holds to be desirable in the light of the above figure, and in view 
of the clear necessity of maintaining the high level of employment recorded 
over the last three or four years. 

Another factor which has caused some nervousness, more particularly 
south of the border, where the New Dealers have moved demonstrably Right- 
wards, has been the fresh evidence of keenly radical trends in the west. Although 
the formidable growth of the Commonwealth Federation seems to conflict 
with trends apparent in other regions, American observers hold that for 
some years at least it may play an important part in the economic future 
of the Dominion as a whole. Altogether, however, there is no reason to assume 
that such political troubles will not be surmounted. Moreover, the initial 
post-war period should find Canada well-equipped to take advantage of heavy 
demands for agricultural produce. 

Meanwhile, the unprecedented pace of industrial activity finds reflection 
in the following figures showing the average month-end position of the 
chartered banks in 1939, 1943, and 1944 : 


CANADIAN CHARTERED BANKS 


1939 1943 1944 
$ m. $ m. $ m. 


Deposits ae ia ts ve 3,144 4,679 5.504 


Securities an x sc a 1,579 2,714 3,368 
Loans... ae a za “ 1,236 1,231 1,274 


Note circulation is = 216 688 852 


o/ 


Cash to Canadian deposits o 10.4 10. 11.9 
Figures for 1944 estan from end-August returns 


A feature of the banking year has been the revision of the Act regulating 
the operations of the chartered banks. Of the amendments registered, perhaps 
the most notable was the declaration that the banks would lose their rights over 
private note issues from the commencement of 1950. These tights have been 
on a restricted basis only for the past ten years (since establishment of the 
Bank of Canada). Another important amendment authorized the banks to 
participate in the medium-term finance of agriculture, fortified by a new 
Dominion Act which offers the banks certain guarantees against losses on 
farm credits. 
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The Banking Year in Europe 


URING the earlier part of the war, the banking situation on the Continent 

had developed more or less in the same way year after year. The 

German control over the economic systems of the occupied or satellite 
countries manifested itself partly in the tightening German grip over their 
banking systems, and partly in the progress of inflation brought about by 
German methods of exploitation. Year after year, the acquisition of additional 
links between German banks and the banks of German-controlled countries 
had to be reported. The expenditure of occupation armies and the export 
surplus to the Reich resulted in an increase of the amounts by which the 
central banks of the German-dominated countries had to expand their note 
circulations. To a large extent, this inflation was not allowed to produce 
its full effect, however, owing to the price control which, while not nearly so 
ffective as in the Reich, has been enforced to a considerable degree. 

During 1944, a fundamental change has set in, thanks to “the liberation 
f most of the European countries under German domination. At the time 
of writing, the only countries which are still entirely under German rule are 
Norway and Denmark, even though in the case of Holland, Czechoslovakia, 
Poland and Hungary the banking centres are still held by the Germans. The 
French, Belgian, Luxembourgeois, Yugoslav, Greek, Bulgarian and Roumanian 
banking systems have become free from German domination. In the case 
of Italy, the banking resources of the country are fairly evenly divided between 
the territories occ upied by the Allies and by Germany. 

Prior to the liberation, during the first half of this year, the tendencies 
registered during earlier war years continued unabated. Indeed, there were 
indications that the inflationary trend brought about by German occupation 
was gathering momentum. The anticipation of liberation resulted in some 
relaxation of price control and the Germans were spending with both hands, 
partly in order to drain their victims of all the remaining goods, and partly in 
an attempt at deliberate sabotage with the object of increasing the difficulties of 
the liberators by leaving inflationary chaos behind them. The task of the Free 
Governments returning from their exile, and of the Allied military authorities, 
was by no means easy. Apart altogether from the material destruction 
inflicted on the liberated countries by the withdrawing German troops, and 
the inevitable effect of warfare, there was the problem of the greatly inflated 
currencies to be faced. This problem varied from country to country, and 
so did the means employed in dealing with it. 

Greece was by far the worst sufferer from the German method of sabotage 
preset inflation. Throughout the German occupation, her currency was 
depreciating much more rapidly than that of any other country in this war, 
owing to the acute shortage of food and other commodities. Indeed, for 
years everything in Greece had more or less scarcity values. At the last 
minute, the Germans unloaded drachma notes running into astronomic figures, 
and by the time the Allies arrived on the scene the drachma notes had become 
unspendable. The situation called for urgent and drastic action. The 
inflated currency had to be eliminated and replaced by a new currency, in the 
same way as was done in Germany in 1923. The situation was, however, 
more difficult, because of the lack of any goods on which holders of the new 
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currency could exercise their spending power. There was a real danger that 
the new currency would also become depreciated. To obviate this, the 
British authorities rushed gold to Athens, in order to strengthen confidence 
in the new drachma. At the same time, supplies were sent to Greece; at the 
cost of great efforts and sacrifices, within the limits of the resources and 
shipping space available. It seeme das though the British effort was crowned 
with success when the revolt of the Left-wing organization threw it into 
jeopardy. At the time of writing, it is impossible to see whether the results 
of the currency reform can be saved or whether civil war will lead to still another 
currency crisis. 

In Belgium, too, the degree of inflation called for drastic measures. These 
are described in detail in a separate article in this issue by the Financial 
Adviser to the Belgian Government. The measures resulted in a scarcity of 
funds for producers and trade, because the blocked holdings of consumers 
were released more liberally than those of industrialists and merchants. 
Symptoms of deflation began to manifest themselves. Nevertheless, while 
there was much criticism in detail, it was admitted that some such drastic 
measure was necessary, if only in order to satisfy the more moderate among 
the Left-wing elements which hoped to assume control after the liberation 
of the country. 

In France, the problem was even more difficult than in Belgium. For one 
thing, the entire country is not yet liberated, and the Government found it 
difficult to resume full administrative control even over some of the more 
remote liberated areas. An effort was made to mop up notes through the 
issue of a big loan, and it is understood that subscriptions exceeded 100 milliard 
francs, out of a total note circulation of 600 milliard francs. It must be borne 
in mind, however, that some 200 milliard francs are hoarded by the rural 
population, which considers the notes as investment. It might have been 
unwise to destroy the faith of the French farmer in the franc notes by the 
compulsory withdrawal and blocking of the note issue. The result might 
easily have been a tendency to hoard farm products in preference to hoarding 
notes. Allowing for the part of the note issue which is more or less safely 
hoarded, the “‘ active ’’’ note circulation has been reduced to something like 
325 to 350 milliard francs, which, though excessive, is not catastrophal. The 
high prices in Paris and other urban areas are due to lack of transport rather 
than the inflated note issue, and with the restoration of transport facilities 
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the discrepancies between prices in urban and rural areas will disappear. 

The banks have resumed their functions in each liberated country as 
soon as each successive territory has ceased to be the scene of active military 
operations. The Belgian and Dutch banks have succeeded in arranging for 
some dollar credits in New York. Foreign banks in Paris have also reopened 
for business. The fact of the liberation of the formerly occupied and satellite 
countries has brought to an end the financial control acquired by German 
banks over their banking systems. The legal position remains to be cleared 
up, but it is the decision of the Allies to annul every acquisition of banking 
and other participations by the Germans since the war. 


Correspondence 
The Gold Standard Myth 


To THE EpDITOR oF ‘“‘ THE BANKER” 





Sir,—At last there is one point on which we appear to agree, apart from 
a mere difference in terminology. We agree that the declared object of 
Article I (vi) of the Final Act is not to help members to eliminate the surplus 
of their imports (visible and invisible) over their exports (visible and invisible), 
but to finance that surplus. I call that difference the “ trade balance ”’ as 
in accordance with modern conception trade balance includes visible as well 
as invisible items. You call it “ balance of payments on current account,’ 
thereby admitting by implication that since the words “ on current account ” 
are absent from Article I (vi) the authors of the scheme had in mind the 
‘balance of payments ’’ which, according to the generally accepted usage 
includes capital items. In this respect, the practice adopted by the League 
of Nations publications and the official British, American, etc., balance of 
payments statistics is conclusive. In any case, the Final Act itself, in Article 
VIII (5 vi) includes capital transactions in the balance of payments. 

We also agree that the balance of payments must invariably balance. 
But to suggest, as you appear to do, that for this reason a trade deficit cannot 
remain unpaid is like suggesting that because balance sheets must always 
balance no firm can ever ‘be insolvent. What is usually (somewhat loosely) 
referred to-as a disequilibrium in the international balance of payment is a 
trade deficit, the counterpart of which is an unpaid commercial debt (such 
as, for instance, a blocked sterling balance) or a free balance acquired pro- 
visionally by speculators as a result of the depreciation of the national 
currency. 

We must agree to disagree on the interpretation of Article IV (4b). Your 
interpretation of it appears to have changed, however. Hitherto you held the 
view that members are required to prevent in their markets an appreciation 
and a depreciation of the currencies of other members by simply prohibiting 
dealings beyond the official limits. Now you are suggesting that members 
are under obligation to prevent an appreciation of the currencies of other 
members by supporting their own currencies, but need go no further than 
prohibiting dealings beyond the official limits in order to prevent a depreciation 
of the currencies of their fellow-members. You would be unable, however, 
to quote any text to justify such a differentiation between preventing a rise 
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and a fall. Article IV (Sections 3 and 4) merely requires members to prevent 
dealings outside the official limits, and does not discriminate between measures 
against appreciation and depreciation. 

Nor have you produced any logical explanation why there is supposed to 
be no need for the United States to prevent a depreciation of the zloty in 
New York by prohibiting dealings beyond the official limit. As you say, 
Poland undertakes to support the zloty against a depreciation in the American 
market. But she equally undertakes to do so in the British market. And 
yet, according to you, the British authorities have to supplement her effort 
by prohibiting dealings in zlotys beyond the official limit, while the United 
States authorities need not apply similar measures. W hy ever should that 
follow from the freedom of gold dealings in the United States ? 

The harder you try to explain away the inconsistencies in this point the 
more I am convinced that, unless the intentions of the authors of the plan 
were to impose an additional burden on countries which do not buy and sell 
gold freely, they were simply guilty of a first-rate technical “‘ howler.’’ Unless 
Lord Keynes and his colleagues have forgotten all they knew on foreign 
exchange they must have re alized this by now. Their choice lies between 
trying to wriggle out of their blunder on the lines you have been pursuing, 








































with the result of finding themselves in a hopeless tangle of inconsistencies, | 
or making a clean breast of it by re-drafting completely Sections 3 and 4 
of Article IV, in such a way as to make the meaning of the text intelligible both 
to themselves and to others. ( 
I am, Sir, etc., 
PAUL EINZIG. 

(For our very different interpretation of the matters in dispute, readers r 
are referred to the articles in the four preceding issues—Ed., BANKER.] : 
a ee a 
e . I 
Appointments and Retirements ; 
Bank of Australasia—The retirement is announced with regret of Sir 
John Sanderson, K.B.E., from the Court of Directors, due to ill-health. o! 
Bank of England—Mr. H. C. B. Mynors, who for the last five years has ‘ 
been secretary of the bank has been appointed an adviser. Consequential M 
changes are the appointment of Mr. W. H. Nevill, deputy secretary, to be ro 
secretary ; of Mr. M. McGrath, an assistant chief cashier, to be deputy secretary; al 
and of Mr. A. W. C. Dascombe, assistant secretary, to be a deputy chief of hi 

establishments. Before he became secretary to the Bank, Mr. Mynors was 

an economist. His appointment brings the number of advisers—depleted 
by the appointment of Professor Henry Clay as warden of Nuffield College— ot 
once again up to six. fa, 
Barclays Bank—Mr. Norman Shillingford Jones, a general manager of the Mi 
bank, retired at the end of 1944 after 44 years’ service. Mr. Ernest London a 
Penn, an assistant general manager, retired as from the same date. Ci 
Martins Bank—Head Office: Mr. D. D. Lynch, hitherto assistant chief = 
inspector, has been appointed assistant chief accountant of the bank. He eve 
w.ll be stationed at Lombard Street office. Mr. W.H. Home, hitherto assistant Th 
an 


premises manager, has been appointed premises manager in succession to the 
late Mr. J. F. Robinson. 
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ANNUAL GENERAL COURT OF PROPRIETORS 


DEPOSITS EXCEED {104,000,000 


DUKE OF 


HE Annual General Court of Proprietors 

of the Royal Bank of Scotland was held 

at Edinburgh on Wednesday, November 
29, 1944, His Grace The Duke of Buccleuch 
and Queensberry, P.C., G.C.V.O., Governor of 
the Bank, presiding. 

His Grace said: I assume it is your pleasure 
that the Annual Report and Balance Sheet, 
with Auditors’ Report, which have previously 
been circulated, shall be taken as read. 

Before dealing with the ordinary business 
of the Meeting I have to refer to the loss 
sustained by the Bank by the death of The 
Rt. Hon. The Earl of Strathmore and King- 
horne, K.G., K.T., G.C.V.O., who was ap- 
pointed an Extraordinary Director of the 
Bank in 1904 and had filled the Office of 
Deputy-Governor since 1917. His Lordship 
displayed a warm interest in the affairs of the 
Bank and we acknowledge with gratitude his 
long association with us. The death has also 
occurred of Mr. William D. Graham Menzies, 
one of our Extraordinary Directors. Mr. 
Graham Menzies had been an Extraordinary 
Director since 1917, and in his passing we regret 
the loss of another loyal and trusted colleague. 

In May of this year Sir William Whyte 
retired from the post of General Manager of 
the Bank, a position he had filled with out- 
standing distinction since 1933. He was 
appointed an Ordinary Director in January 
1944, and we are glad indeed to have the 
continuing advantage of his skilled knowledge 
and experience at our command. Our new 
General Manager is Mr. John McArthur 
Thomson. Mr. Thomson, who has spent most 
of his career in the Royal Bank of Scotland, 
was for some years with our Associate Bank, 
Williams Deacon’s Bank, Ltd. As General 
Manager of that Institution he discharged the 
responsible duties of his position with dis- 
tinction, and we welcome the return of one so 
ably equipped to maintain the traditions and 
high standards of the Office he now holds. 


BALANCE SHEET 


Turning to our Balance Sheet, Deposits and 
other Credit Balances at {104,004,568 are a 
record, and are specially noteworthy for the 
fact that we have now passed the One Hundred 
Million mark. I can but add how much we 
wish that this fresh record had been achieved 
under happier circumstances. Our Note 
Circulation at ,978,587 exceeds last year’s 
total by over £1,350,000, and I would once 
more appeal to the public not to retain in 
their possession any more Bank Notes than 
are necessary for their normal requirements. 
The need for saving is still as great as ever, 
and I can think of no better way of caring for 
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surplus cash than by lending it to the Govern- 
ment through the already well-known channels 
which exist for the purpose. The total of 
Acceptances and Indorsements and Other 
Obligations is around last vear’s figure and 
does not call for comment. 

On the Assets side you will observe that our 
position is again very liquid. Quick Assets 
total 427,655,874, and these, with Treasury 
Deposit Receipts £12,500,000, represent almost 
35 per cent. of our liabilities to the public 
British Government Securities at £45,258,835 
are up on last year’s total by nearly {2,000,000 
These figures, in conjunction with an increase 
of £5,500,000 in Treasury Deposit Receipts, 
evidence substantial support to Government 
needs. 

All our Investments are valued at or under 
Market prices ruling on the date of our Balance, 
and short and medium-dated Loans form a 
high proportion of our Government Invest- 
ments. Our Bill Portfolio shows a modest 
decline of £85,395. The support of customers 
engaged in vital war work is still of paramount 
importance, and we are pleased to report an 
increase of {919,350 under Advances on Cash 
Credit and Current Accounts. 


PROFITS AND APPROPRIATIONS 


After providing for all taxation, Profits 
show an increase of £7,658, which, | feel, must 
be considered satisfactory in view of the weight 
of taxation and increases in Charges of 
Management. 

The Directors are pleased to be in a position 
to recommend that a Dividend for the Half- 
Year on the Capital Stock at the rate of 
Seventeen per cent. per annum be declared ; 
that £30,000 be carried to Property Main- 
tenance Reserve Account; that {£60,000 be 
contributed to the Staff Pension Fund, and 
that the balance of (89,368 be carried to our 
Inner Reserves against contingencies. 

BUSINESS OF THE BANK 

The business of the Bank continues to 
progress along sound lines. Our Associated 
Banks, Glyn, Mills & Company and Williams 
Deacon’s Bank also continue to prosper, and I 
would again commend to the attention of our 
numerous customers the direct services we are 
in a position to offer to them through our 
association with these two Institutions. 


POST-WAR PROBLEMS 


The wonderful achievements of Allied Arms 
during this year, with their assurance of 
complete and final victory at no far distant 
date, have directed special attention to the 
problems of the Peace, and I feel that, in the 





interests of all, we must be prepared to face 
measure of Control for some time to 
come. When the production of goods for 
civilian consumption has, by force of war 
needs, been restricted to the barest minimum 
and when, despite heavy taxation, potential 
spending power has gone cn ac¢ umulating over 
the same period, it might well prove disastrous 
if this spending power were unleashed before 
production has been given adequate oppor- 
tunity to make up the lee-way. 
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FINANCE FOR INDUSTRY 

In so far as finance is required to set the 
wheels of industry in motion, I do not doubt 
in fact I feel sure—that the Banks of this 
Country will play an effective part, and that 
legitimate and reasoned demands for accommo- 
dation will be fairly met where character and 
credit-worthiness are established. But finance 
is not everything: in itself it is but a form of 
fuel which, if the drive from other directions 
is lacking, is bound to burn itself out. Fora 
prosperous Britain after the war there must be 
a maximum of productive effort and this 
applies to employer and employee alike. Each 
in his own sphere will have to display the 
highest standard of efficiency, and the highest 
standard of efficiency is possible only when the 
individual employer and employee are per- 
mitted to work under conditions which aftord 
the best possible encouragement to both of 
them. 


EXPORT TRADE 

In the vears immediately following the end 
of the war, and owing mainly to the great need 
for an increase in the supply of goods for 
civilian consumption, a state of something like 
full employment should be achieved by the 
orderly dispersal of demobilized men and 
women into industry Taking a short-term 
view, therefore, the industrial outlook for this 
country in the immediate post-war years 
should not present many ditficulties which 
cannot be overcome But the short-term 
vicw necessary as it may be on occasions 
is only permissible as a matter of expediency. 
We have not only to visualize the prospect of a 
return to a highly competitive world but to 
prepare for it and, when we do so, we must 
think of ourselves largely in relation to our 
efficiency as an exporting nation Figures 
the Government show how 
have had to sacrifice our 
exports to war needs. That was inevitable and, 
with the tasks ahead of us, there is little to be 
gained by looking backwards. For a time, 
our international trade may well be influenced 
by Government Regulations affecting both 
exporter and importer But, for a start, we 
may well accept as fundamental the fact that 
nothing but our best—and our best is still a 
standard which others will find it hard to excel 

will enable us to export on a scale which will 
make it possible for the country to enjoy a 
high standard of living. Buyers abroad will 
not purchase our goods when others are oftering 
equally attractive wares on more attractive 
terms. 
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AGRICULTURE 


Agriculture has played a magnificent part in 
serving the country’s needs in wartime and, if 
that has been achieved with some advantage to 
itself, the industry deserves well—and it is to 
be hoped will continue to receive well—for all 
it has done. Changes must no doubt be faced 
in Agriculture as in other industries and we 
can but hope that, by the joint efforts of all 
concerned in this old and basic industry of our 
country, the future policy will provide for all 
those engaged in Agriculture the fair reward 
which their services deserve. 

SCOTTISH AFFAIRS 

There are few industries in Scotland not 
linked up in one way or another with wartime 
needs and so I can again only speak in general 
terms of Scottish affairs. It is common know- 
ledge that the heavy industries have prospered 
during the war years and that the lighter 
industries allied thereto have likewise done 
well. But what of the future? If there were 
a falling off in shipbuilding how would Scotland 
fare? Every effort must be made to attract 
new light industries. We know that the 
Secretary of State for Scotland and the Scottish 
Council on Industry are actively interested 
in these matters. Industrialists with receptive 
minds must also be ready. 

TRIBUTE TO OFFICIALS AND STAFF 

There are 697 members of our Staff serving 
with H.M. Forces. A further 38 have laid 
down their lives, and to their relatives we 
express our deepest sympathy. In addition, 
zo members of the Staff are reported missing 
or prisoners of war, and we share the anxiety 
of those at home who wait for their safe return. 
Where and when possible monthly parcels of 
books and cigarettes, etc., are dispatched to 
these prisoners and we know that these gifts 
have helped to lighten the dark days of waiting. 
The Staff of the Bank, permanent and 
temporary, throughout the Service continue to 
work loyally and efhciently, and to them I 
express our wholehearted appreciation of 
their co-operation fo Mr. Thomson the 
General Manager, the Assistant General 
Managers and the Officials at Head Office, 
London, Glasgow, Dundee, Aberdeen and 
Branches, our thanks are due for the un- 
grudging and devoted services they are 
rendering in these days of unusual strain. 


APPROVAL OF ACCOUNTS—DIVIDEND 


I now beg to propose that the Report, 
containing a Statement of the Accounts and 
Balance Sheet, be approved, and that out of 
the Profits of the year a Dividend at the rate 


of Seventeen per cent. per annum for the 
Half-year, under deduction of Tax, be declared 
in conformity therewith. 

The Report was approved and the Governor, 
Extraordinary Directors and the _ retiring 
Ordinary Directors were re-elected and the 
Auditors were re-appointed for the ensuing 
year. 





not 
time 
eral 
1OW- 
ered 
hter 
lone 
were 
land 
ract 

the 
ttish 
sted 
itive 


AFF 


ving 
laid 
» we 
tion, 
sing 
ety 
urn. 
Is of 
d to 
gilts 
ting. 
and 
le to 
m | 
1 of 
the 
1eral 
tice, 
and 
un- 
are 


£ND 


port, 
and 
it of 
rate 
the 
jared 


rnor, 
iring 

the 
suing 


55 


BANK OF LONDON & SOUTH AMERICA 


HIGH DEGREE OF LIQUIDITY 


LORD WARDINGTON ON RESTORATION OF EXPORTS 


Bank of London and South America 
Limited was held on Tuesday, December 
19, at 6-8 Tokenhouse Yard, London, E.C. 
The following are extracts from the address 
by the Chairman, the Right Hon. Lord 
Wardington, circulated to stockholders :— 
After considering the balance sheet items, 
which exhibit a very high degree of strength 
and liquidity but a reduction in the more 
profitable assets, you will not be surprised to 
see from the directors’ report that the year’s 
profit after providing for bad and doubtful 
debts and for legal reserves in South America 
shows only a small reduction at /647,107, 
which, with the balance of £179,433 brought 
forward from last year, makes an available 
total of £826,541 against £831,833 a year ago. 
This result, I feel, will be regarded as very 
satisfactory in the circumstances. The interim 
dividend of 2 per cent. paid in June last 
absorbed £80,800, and transfers to contingency 
and taxation reserves amounting to £404,000 
have been made. The directors now recom- 
mend a final dividend of 4 per cent., amounting 
to £161,600, payable December 20, 1944, 


T® Annual General Meeting of the 


making 6 per cent. for the year, subject to 
income tax, and leaving a balance of £180,141 
to be carried forward in profit and loss account. 


THE FUTURE 

Although Latin-America has shared rela- 
tively in world inflation, this has been due 
mainly to the temporary factor of dis- 
equilibrium in oversea trade. It is reasonable 
to assume that the large accumulated balances 
in dollars and sterling will be liquidated 
gradually as soon as it is possible once again 
to purchase goods for import. This, in turn, 
should reverse the inflationary trend itself so 
that, given careful control of the monetary 
situation and especially economy in national 
expenditure, Latin-America should be in a 
comparatively good position to face post-war 
conomic changes. 

Recent local market tendencies resulting 
from the belief that the war in Europe is 
reaching its end confirm the view that the 
movement in price levels will be one of the 
chief problems to be faced in Latin-America’s 
adjustment to post-war conditions. The transi- 
tion period which may shortly confront us will, 
therefore, be one requiring especial care in 
many directions, such as in assessing the values 
of collateral, etc., and you may rest assured 
that your directors and officials will continue to 
exercise that constant vigilance necessary to 
preserve the bank’s sound position. 


BRITAIN’S VITAL EXPORT TRADE 
At this most crucial period of Britain’s 


mercantile history the question of restoring our 
vital export trade looms so predominantly in 
current discussions that little comment from 
me is needed. We are told that we must in- 
crease our exports up to 50 per cent. over the 
pre-war level if our normal standard of living 
is to be maintained, yet the seriousness of the 
present position and the very great leeway 
which has to be made up are amply demon- 
strated by the recent official figures showing 
that, in fact, the total value of British exports 
fell between 1938 and 1943 by about 50 per 
cent., those to the valuable Latin-American 
markets falling by 38 per cent. 


Whilst the denudation of the Latin-American 
import markets was common knowledge, the 
many different lines of goods actually required 
were not so well known, and this gap your 
bank recently endeavoured to fill by issuing a 
brochure dealing in considerable detail with 
post-war prospects for British trade in South 
and Central America. This booklet was in- 
tended primarily for the use of British industry 
but stockholders may obtain copies upon 
application to the bank. 


MARKETS EAGER FOR SUPPLIES 


Advices from our branches clearly indicate 
that Latin-American markets generally are 
eager to obtain renewed supplies of goods from 
the United Kingdom as soon as may be 
possible, but British industry’s ability to 
respond to this demand continues to be largely 
circumscribed by existing controls unavoid- 
able owing to the paramount aim of winning 
the war. Nevertheless, it is most essential 
that British goods should not be placed in 
oversea markets in quantities that are too few 
or too late to establish a solid rehabilitation 
of our export trade, and British industry now 
urgently awaits the Government’s plans for a 
sustained and determined drive. 


The aim must be maximum co-operation 
with minimum control. Elucidation of future 
lend-lease policy is especially important, and I 
may say that, in the case of Latin-America, 
there appears opportunity for both the United 
States and the Unite Kingdom to share side by 
side in trade expansion because of the elimina- 
tion of competition from the Axis Powers, par- 
ticularly Germany, who before the war had 
captured so large a part of the Latin-American 
import markets through methods which are 
notorious. Moreover, other European in- 
dustrial countries subjected to German occupa- 
tion, which formerly helped to supply the 
Latin-American import markets, will of 
necessity not be in a position to participate 
for some time to come. 
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BARCLAYS BANK (DOMINION, COLONIAL AND OVERSEAS) 


FURTHER EXPANSION 


SIR WM. M. 


HE ordinary general meeting of the 
stockholders of Barclays Bank (Dominion, 
Colonial and Overseas) was held at 29 
Gracechurch Street, London, E.C., on Thurs- 
day, December 28. 

The following is the statement by the 
chairman (Sir William M. Goodenough, Bt.) 
which has been circulated with the report and 
accounts :— 


The death of Colonel the Hon. Deneys 
Reitz has come as a shock to the great circle 
of his friends and admirers, not only in South 
Africa but in this country. I cannot attempt 
on this occasion to do justice to his outstanding 
personality, but every one of us here will 
deplore his passing. 


It is also with very deep regret that I refer 
to the death in June last of Lord Essendon. 
He was elected to our board in 1936, and his 
wide experience and knowledge of so many 
branches of commerce and finance were of 
great value to us. 


In March last Mr. A. B. Gillett, at his own 
request, relinquished the deputy-chairmanship, 
but I am happy to say that he will remain on 
the board, and I take this opportunity of 
paying tribute to the great services he has 
rendered to the bank since the time of the 
amalgamation in 1925. He has been succeeded 
as deputy-chairman by Mr. J. S. Crossley 
who was elected to a seat on the board in 
February last on retiring from the general 
management. Sir Bernard Henry Bourdillon, 
G.C.M.G., K.B.E., has been elected to the 
board, after a distinguished career in Govern- 
ment administration within the Empire, and 
we are fortunate in having the benefit of his 
services. 

Mr. R. B. Edwards has been appointed 
chairman of our Cape local board, in succession 
to Mr. G. R. Paterson. I much regret to report 
that Mr. Paterson has felt it necessary to 
resign owing to failing health. He was for 
some time general manager in South Africa 
before joining our Cape local board, and during 
his long career has rendered devoted and 
valuable service. Mr. A. W. Patterson, who 
had been for some years a local director of 
the bank in East Africa, retired and came to 
England last year, but has decided to return 
to Nairobi, and I am glad to say that he has 
rejoined our local board in an advisory 
capacity. I am also pleased to state that His 
Excellency Ahmed Neguib El Hilaly Pacha 
has been reappointed as an advisory local 
director of the bank in Egypt. 

The notice convening this meeting is followed 


GOODENOUGH’S STATEMENT 


by a notice of an extraordinary general 
meeting, to be held on Thursday, January 11, 
1945, the purpose of which is to sanction an 
alteration in our articles to permit of the 
appointment of an additional deputy-chairman 
of the bank. 


THE BALANCE-SHEET 


Turning to the balance-sheet, the figures 
again show further expansion. Current deposit 
and other liabilities stand at the record figure 
of £282,175,976, or £34,402,377 higher than 
in the previous year, while cash in hand and 
money at call have increased from £87,285,289 
to £102,028,404. Investments at {94,593,274 
are {11,664,048 more, while advances are 
{3,631,782 higher at £34,066,571. The board 
have made the same allocations as last year 
to our reserve fund, which has accordingly been 
increased by £500,000. The proportions in 
which the funds of the bank are distributed 
among the various classes of assets are almost 
identical with those of last year. I feel, 
however, that it is only mght to point out 
that these figures are in very large measure 
the direct result of war conditions. We should 
not expect to see the same tendency continued 
for long after the end of the war. In some 
territories there has been a further sharp 
upward movement in prices during this period, 
and the question of effecting those adjustments 
which may ultimately prove necessary may 
be one of some difficulty. 


THE OUTLOOK 


It is idle to speculate about the future, 
but it would be a singularly unimaginative 
mind that could not grasp something of the 
potentialities of air transport for Africa and 
other parts of the Empire, and the effect of 
its power to bring together isolated territories, 
formerly separated by many days, if not 
weeks, of travel, and now within a few “‘ flying 
hours’’ of each other. These opportunities 
bring problems in their train, but we must 
face them with resolution, as the pioneers of 
the Colonial Empire faced their problems in 
days gone by. 


Never before, perhaps, in history has our 
country had the opportunity to do so much to 
improve the lot of so many as will come to 
us when the war is over. Economically back- 
ward peoples within the Empire have received 
a stimulus from the war which has changed the 
way of life and widened the outlook for many 
of them. Our bank, we believe, will have a 
great cause to serve in the years which lie 
ahead. 
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